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PREFACE 


The  purpose   of  this  study  is  to  present 
an  accurate  description  of  the  operation  of  the  New 
York  Call  ¥oney  Market  and,  furthermore,  to  demonstrate 
the  importance  of  its  position  as  a  financial  institu- 
tion,  it  has  been  from  time  to  time  alleged  that  there 
existed  some  sort  of  control  of  the  Call  Money  Market, 
which  could  be  so  exercised  as  to  benefit  those  in 
possession  of  it.   It  was  the  uncertainty  of  knowledge 
and  the  widely  conflicting  statements  concerning  the 
organization  of  the  Call  Money  Market  which  first  at- 
tracted the  author's  attention  to  the  subject.   It 
should  not  be  inferred  from  this  that  there  were  any 
deep  secrets  concerning  it  which  have  been  kept  hidden, 
but  rather  that  no  one  has  seen  fit  to  give  a  clear  end 
full  explanation  of  the  subject.   Those  people  in  New 
York  who  are  in  close  touch  with  the  Call  Money  Market 
have  a  tendency  to  take  it  for  granted,  whereas  many 
people  outside  of  New  York,  or  not  familiar  with  the 
Money  Market,  believe  it  to  be  inherently  an  evil  in- 
stitution which  should,  if  possible,  be  eradicated. 
Much  has  been  written  as  to  the  effect  which  the  New 
York  Call  Money  Market  has  upon  different  economic 
institutions  throughout  the  country,  and  this  is  not 


intelligible  without  some  definite  knowledge  of  the 
Money  Market  and  its  functions. 

It  has  been  necessary  to  obtain  most  of  the 
material  for  this  study  through  interviews  with  men 
who  have  intimate  knowledge  of  the  Money  Market  through 
their  connection  with  it.   Without  their  aid  most  of 
this  material  would  not  have  been  available  and  to 
these  men  grateful  acknowledgment  is  made.   The  author 
is  especially  indebted  to   Edward  Meeker,  Samuel  Streit, 
Benjamin  Strong,  E.R.  Kei|g:el  and  Paul  M.  Warburg  of 
New  ■Jork,  and  Wallace  Jackson  of  Baltimore. 

For  inspiration  and  helpful  criticism,  the 
author  is  especially  indebted  to  Professor  Jacob  H. 
Hollander  and  Professor  George  E.  Barnett. 


B.G. 


THE  NEW  YORK  CALL  MONEY  MARKET. 
CHAPTER  I 
INTRODUCTION. 

The  purpose  of  this  chapter  will  be  to  explain 
the  fundamental  principles  and  definitions  vrhich  are  con- 
nected v.'ith  call  loans  made  in  the  New  York  Call  Money 
Market.   Those  circumstances  which  affect  call  loans  at  dif- 
ferent times  as  results  of  changes  in  the  organization  of 
the  Money  Market  will  be  left  for  later  discussion. 

£lj_ .^i  s  t inc t i on ^Be tw e en  _T i.me  .Loans  and  Call  ^L pans  .^ 

At  the  outset  it  should  be  kept  in  mind  that 
there  are  two  kinds  of  loans  which  are  based  upon  security 
collateral.   These  two  different  kinds  of  loans  e,re  time 
loans  and  csll  loans.   The  time  loan  is  made  for  some 
definite  period  of  time,  ranging   geni^rally  from  thirty  to 
ninety  days,  and  the  rate  of  intereat  which  the  borrower  is 
to  pay  the  lender  for  the  use  of  this  money  is  agreed  upon 
beforehand  with  the  result  that  the  rate  does  not  change 
during  the  life  of  the  loan  but  remains  at  a  constant  pre- 
determined figure  throughout.   The  other  type  of  loan  made 
upon  security  collateral  is  the  call  loan.   The  main  point 
of  difference  between  a  call  loan  and  a  time  loan  is  that 
a  call  loan  is  made  only  from  day  to  day  and  the  interest 
rate  is  liable  to  show  daily  fluctuations  from  the  rate  at 
which  the  loan  was  first  made.   There  ia  very  little  dif- 
ference in  the  sedurity  collateral  which  is  used  in  these 
two  kinds  of  loansj  the  only  difference  being  that  as  a 
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general  rule  it  may  be  said  that  call  loans  at  times  reouire 

a  larger  margin  than  time  loans. 

(2)   The  Chief  Reagons  Which  Fostered  _th_e_Grqwth  of  _the_^ 

L'2^^-Q.%i.i_^S^iil__M.§:?lketi 

The  Call  Loan  Market  in  New  York  is  a  result  of 
the  daily  settlement  system  which  is  used  by  the  New  York 
Stock  Exchange,  and  the  nature  of  the  banking  system  prior  to 
1914.   The  use  of  this  system  of  settlement  means  that  every 
broker  who  is  buying  and  selling  upon  the  Stock  Exchange  must 
settle  all  his  accounts  satisfactorily  at  the  end  of  each 
business  day  so  that  the  next  day  he  will  begin  business  vfith 
his  accounts  entirely  balanced  in  regard  to  business  previous- 
ly trcnsacted.   Most  sales  of  securities  made  on  the  Exchange 
are  made  for  delivery  and  payment  on  the  following  full  busi- 
ness day.   This  system  of  settlements  requires  brokers  who  buy 
stocks  upon  margin  to  obtain  credit  which  will  vary  from  one 
day  to  the  next  with  any  variations  which  take  place  in  the 
amount  of  securities  they  have  bought  and  are  holding  on  mar- 
gin.  Most  of  the  securities  which  are  purchased  upon  margin 
are  bought  not  for  the  brokers  themselves  but  for  their 
v8.riou8  customers  who  give  them  orders  to  buy  certain  stocks 
for  them.   It  makes  no  difference,  however,  whether  the  broker 
buys  stocks  on  margin  for  himself  or  for  his  customer,  it  is 
always  the  broker's  business  to  arrange  the  call  loan  to 
finance  the  transaction.   The  broker  finances  these  loans  in 
the  following  way:   he  requires  the  customer  to  furnish  about 
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twenty  per  cent  of  the  total  amount  of  money  needed  to  pur- 
chase tho  securities  desired  and  then  arranges  with  a  lender 
to  give  him  a  loan  for  the  other  eighty  percent  of  the  amount 
of  money  needed,  giving  the  lender  the  securities  thus  bought, 
as  collateral  to  hold  against  the  loan.   This  question  of 
collateral  will  be  considered  at  greater  length  later,  the 
purpose  here  being  merely  to  show  the  way  in  which  the  neces- 
sity of  obtaining  c5.ll  loans  arises.   Our  banking  system  prior 
to  1914  was  also  an  important  factor  in  the  growth  of  the 
New  York  Call  Money  Market.   There  was  a  great  need  of  bankers 
all  over  the  country  for  s,  form  of  absolutely  liquid  demand 
loans  in  which  to  place  their  secondary  reseree  and  the  Money 
Market  afforded  the  best  facilities  for  loans  of  this  nature. 
As  a  result  the  National  Banking  System  depended  almost  en- 
tirely upon  the  New  York  Money  Market  for  investment  of  these 
funds , 

The  banking  system  and  the  New  York  Money  Market 
developed  together  and  they  were  interdependent.   After  New 
York  City  established  her  supremacy  as  the  financial  center 
of  the  country,  there  was  never  any  other  city  ahich  could 
compete  with  her  as  a  noney  market  and  as  a  place  for  the 
flotation  of  new  corporate  issues, 
j[5)   Importance  .of  _New_York  .Monejr  _Mn rk et^j. 

The  New  York  Money  Market  would  not  have  such 
great  importance  as  a  financial  institution  if  it  financed 
only  those  stock  transactions  which  originate  in  New  York 
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City,  but  this  is  not  the  case.   Stocks  which  are  sold  on 
the  New  York  Stock  Exchange  are  purchased  by  different 
brokerage  houses  all  over  the  country  for  customers  of  these 
houses  and  all  these  transactions  in  which  stocks  are  bought 
on  margin  are  financed  in  the  New  York  Money  Market.   If  a 
man  in  Baltimore  wished  to  purchase  a  hundred  shares  of 
United  States  Steel  Common  on  a  margin  of  twenty  percent,  he 
goes  to  the  brokerage  house  in  Baltimore  with  whom  he  deals 
and  gives  them  an  order  to  purchase  this  stock  for  him  on 
the  New  York  Stock  Exchange.   The  Baltimore  brokerage  firm 
then  telegraphs  its  representative  in  New  York,  who  is  able 
to  purchase  this  stock  upon  the  New  York  Exchange,  and  orders 
them  to  buy  the  stock  and  hold  it  for  their  account.   Conse- 
quently the  New  York  broker  executes  the  order  and  buys  one 
hundred  shares  of  United  States  Steel  Common,  charging  this 
amount  to  the  account  of  the  broker  in  Baltimore  from  whom 
he  has  received  the  order.   The  loan  for  the  remaining 
eighty  percent  of  the  purchase  price  is  arranged  by  the  New 
York  broker  and  the  stock  bought  is  given  as  collateral 
against  the  loan  in  the  same  way  as  though  the  stock  was 
purchased  by  a  man  in  New  York.   Consequently,  no  matter 
where  throughout  the  country  the  purchasers  of  New  York  se- 
curities may  be,  the  whole  transaction  takes  place  in  New 
York  and  the  money  necessary  to  finance  all  deals  of  thisi 
type  is  drawn  from  the  Money  Market  in  New  York  City.   The 
stock  certificate  never  leaves  New  York  at  all,  but  is  held 
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I 

there  as  security  against  the  loan  made.   When  the  customer 
who  thus  purchased  the  hundred  shares  of  United  Ste-tes  Steel 
Common  desires  to  sell  again,  he  goes  to  his  broker  in  Bal-  < 
timorc  end  gives  him  an  order  to  sell  out  his  stock.   The     ' 

Baltimore  broker  again  transmits  the  order  to  the  represen* 

I 
tatitre  in  New  York  and  the  New  York  broker  sella  the  hundred  ! 

I 
shares,  paying  off  the  loan  contracted  at  the  time  of  the     | 

purchase  with  the  proceeds  of  the  sale.   The  cash  balance     i 

resulting  from  this  sale  is  then  paid  by  the  Baltimore  broker  i 

to  his  customer  and  the  two  brokerage  houses  settle  up  the    j 

I 
I 

charges  at  the  end  of  the  month.  ! 

In  actual  practice,  however,  the  call  loan  unit    j 

of  $100,000  is  ls,rger  than  the  average  customer's  transac- 

I 
tion  of  one  hundred  shares,  which  amounts  ordinarily  to  about 

$10,000.   Hence  the  broker  does  not,  in  fact,  usually  liqui- 
date an  entire  loan  to  obtain  a  hundred  share  certificate,    j 
but  he  will  substitute  other  securities  for  those  withdrawn. 

Then  a  further  demand  for  call  loans  arises  on 
the  part  of  syndicates  who  use  collateral  loans  to  carry 
new  security  issues  in  the  process  of  distribution.   These 
syndicate  issues  are  generally  put  out  at  a  time  when  the 
Money  Market  is  fairly  easy  and  plenty  of  funds  are  avail- 
able  at  low  rates  of  interest.   They  have  thus  a  stabili- 
zing effect  upon  the  Money  Market,  and  lessen  the  variations 
in  the  demand  for  funds. 


^A)  ^   The  Three  ^D i  CI!a£9al--Call^Mo?liZ„MiIllS6i.S_ia_N®«:  JaV'.  .^.1^.7.? 

There  are  in  reality  three  distinct  marketa  for 
call  loans  in  New  York  City  and  each  one  ia  a  separate  market 
in  which  loans  are  differently  made. 

First  there  is  the  money  broker  .vhose  business  it 
is  to  loan  money.   When  anyone  wishes  to  secure  a  call  loan 
he  may  arrange  with  one  of  these  money  brokers  to  lend  him 
the  money  at  a  rate  of  interest  which  will  generally  coin- 
cide with  the  current  rate  of  interest  being  charged  for 
such  loans  upon  the  Stock  Exchange.   The  money  lender  is  an 
intermediary  who  places  the  loans  for  banks  or  corporations 
who  wish  to  loan  money  on  call.   On  the  other  hand  he  se- 
cures loans  for  borrowing  brokers  and  others.   Each  money 
broker  is  thus  a  small  money  market  in  himself. 

Secondly  it  is  often  the  case  that  a  bank's  cus- 
tomer will  arrange  with  his  bank  to  lend  him  money  on  a  call 
rather  than  go  to  a  broker. 

The  rate  of  interest  charged  upon  loans  made  dir- 
ectly through  a  bank  sometimes  coincides  with  the  rate  dharged 
upon  the  Stock  Exchange,  and  at  other  times  there  may  be  a 
difference  between  the  two.   It  often  happens  that  customers 
make  loans  with  their  bank  with  certain  provisions  which  do 
not  exist  in  the  loans  made  upon  the  Exchange.   For  example, 
loans  of  the  former  character  are  often  made  with  an  under- 
standing between  the  bank  and  the  customer  that  its  rate  of 
interest  will  not  rise  above  six  percent,  and  that  the  rate 
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will  not  crop  below  four  percent.   Both  parties  are  thus 
assured  that  there  will  not  be  any  great  variations  in  the 
rate  even  if  the  market  rate  fluctuates  widely.   The  dus- 
tomer  is  assured  that  he  will  not  have  to  pay  more  than  six 
percent,  while  the  bank  is  assured  that  it  will  not  get  lees 
than  four  percent  upon  the  loan,  even  should  the  market  rate 
drop  to  e  much  lower  figure.   These  rates  are  not  given  any 
publicity  and  so  it  is  not  possible  to  tell  the  exact  rate 
at  which  these  loans  are  being  made.  There  is  a  sharp  con- 
trast in  this  matter  between  the  two  markets  just  discussed 
and  the  Stock  Exchange  Money  Market,  wh^re  the  rates  are 
published  daily.   Although  the  publication  is  often  made  of 
the  private   rates,  they  are  not  always  trustworthy  or  au- 
thentic.   Many  banks  prefer  to  make  loans  of  this  type  be- 
cause they  are  able  to  select  the  borrower  to  whom  they  loan, 
whereas,  if  they  made  loans  on  the  Money  Market  on  the  floor 
of  the  Exchange,  they  would  not  be  able  to  select  to  whom 
the  loan  hhould  be  made.   Furthermore,  it  is  far  easier  to 
make  loans  to  custoiers,  as  there  is  no  difficulty  about  se- 
curing the  satisfactory  collateral  and  passing  upon  it  which 
often  necessitates  much  running  back  and  forth  between  the 
bank  and  the  customer. 

The  third  market  for  call  loans  is  the  Money  Mar- 
ket on  the  New  York  Stock  Exchange,  which  is  the  only  money 
market  of  its  kind  in  the  country,  and  this  is  the  market 
with  which  we  are  concerned.   Here  money  is  borrowed  and 
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loaned  as  any  other  commodity  might  be  exchanged  in  an  open 
market  for  that  purpose.   Loans  are  here  made  under  entire- 
ly different  conditions  than  is  the  case  in  either  of  the 
other  marketa.   One  of  the  greatest  points  of  difference 
arises  from  the  fact  that  the  lenders  are  not,  in  most 
cases,  able  to  pick  out  the  borrowers  of  their  funds.   The 
reason  for  this  is  that  only  members  of  the  Stock  Exchange 
can  transact  business  upon  the  floor  of  the  Exchange.   As 
a  result,  any  money  to  be  loaned  in  this  way,  which  is  not 
owned  by  a  member  of  the  Exchange,  must  be  loaned  indirect- 
ly through  some  member. 
j[5).   Sources  of  the  Funds, 

The  sources  of  the  mpney  loaned  upon  the  Stock 
Exchange  floor  are,  in  the  main,  the  funds  of  three  dif- 
ferent kinds  of  business  organizations. 

1.  Money  brokers  and  other  brokers  who 

lend  money  on  call. 

2.  Large  corporations. 

3.  Banks. 

The  first  class,  which  is  composed  of  brokers, 
may  themselves  lend  their  funds  upon  the  Money  Market  on 
the  Stock  Exchange,  providing  they  are  members  of  the 
Exchange.   The  second  and  third  classes,  which  include  all 
corporations  and  banks,  cannot  lend  their  money  directly 
upon  the  floor  of  the  Exchange,  but  must  lend  it  through 
some  broker  who  is  a  member.  Corporations  are  periodic 
lenders  and  they  enter  the  market  only  when  they  have  sur- 
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plus  funds  for  which  they  have  no  immediate  use  in  their 
own  buaineaa.   They  frequently  lend  on  the  Money  Market 
funds  which  are  being  accumulftted  for  some  particular  pur- 
poce,  auch  aa  dividend  payments,  in  which  case  it  is  very 
convenient  to  be  able  to  place  these  funds  in  a  liquid  in- 
vestment affording  a  fair  interest  return. 

Money  brokers  are  always  lending  money  in  call 
loans,  as  this  is  the  source  of  their  livelihood.   Other 
brokers,  who  are  not  primarily  money  brokers,  are  more  in 
the  class  of  corporations,  because  they  loan  money  for  them- 
selves only  when  it  is  not  otherwise  occupied,  and  this  is 
the  exception  rather  than  the  rule.   The  banks  must  loan 
their  money  through  some  broker  who  is  a  member  of  the 
Exchange,  consequently,  different  New  York  banks,  who  are 
in  the  habit  of  investing  part  of  their  funds  in  this  way, 
have  an  arrangement  with  some  particular  broker  upon  the 
floor  to  make  these  loans  for  them.   The  broker  does  not 
charge  the  bank  any  commission  for  this  service,  but  the 
bank  generally  favors  him  in  securing  time  loans  from  them 
in  return  for  his  services.   All  the  banks  that  loan  money 
on  the  Exchange  may  be  divided  into  two  classes  according 
to  whether  they  are  New  York  City  banks  or  out-of-town 
banks.   The  loans  of  the  New  York  banks  are  called  "loans 
for  their  own  account",  while  funds  of  out-of-town  banks 
which  pre  invested  in  call  loans  are  known  as  "loans  for 
the  account  of  correspondents".   Just  as  all  banks  located 
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in New  York  lend  their  money  on  the  Stock  Exchange  through 
a  broker,  all  out-of-town  banks  must  make  their  loans 
through  gome  New  York  bank  with  which  they  have  an  account. 
There  is  no  charge  made  by  the  New  York  banks  for  investing 
this  out-of-town  money  in  call  loans,  but  the  out-of-town 
bank  is  expected  to  keep  a  balance  in  the  New  York  bank  in     ! 
return  for  this  service  performed  for  them.   Although  there    \ 
does  not  exist  any  definite  and  universally  required  pro-      ! 
portion  between  this  balance  and  the  amount  of  loans  made 
for  the  account  of  correspondents,  the  New  York  bank  will 
not  hIIow  the  out-of-town  bank  to  draw  down  its  balance  be-    j 
low  a  certain  point  when  itis  making  any  considerable  volume   i 
of  loans  for  its  account.   The  reason  for  this  is  that  the 
sole  profit  which  accrues  to  the  New  York  bank  is  what  it  can 
make  on  the  balance  which  it  holds,  and  for  the  use  of  this    i 

balance  it  pays  the  out-of-town  bank  a  low  rate  of  interest,   h 

I 
generally  averaging  one  percent  lower  than  the  current  re-     j 

discount  rate  of  the  Federal  Reserve  Bank  upon  ninety  day      ! 

acceptances.   If  New  York  banks  did  not  follow  some  rule       < 

with  regard  to  the  balances  kept  by  out-of-town  institutions  \ 

i 

in  New  York,  the  result  would  be  that  when  the  rate  of  in-     | 

i 
terest  on  call  loans  was  high  the  out-of-town  bsnks  would      j 

transfer  practically  all  their  money  which  was  in  New  York     ' 

to  the  Money  Market  and  reduce  the  balances  kept  there  to      | 

almost  nothing.   In  that  case,  the  New  York  banks  would  be     j 

] 
lending  money  for  the  other  banks  with  hardly  any,  or  at       i 
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leaet  an  entirely  inadequate,  return  for  their  trouble. 

(6)  . The_T w q  .Call  Money  ^Rates  . 

There  are  two  rates  of  interest  on  call  loans 
which  always  exist  in  the  Money  Market  on  the  Stock  Exchange. 
One  rate  is  what  is  known  as  the  market  rate  for  money,  be- 
ing the  rate  at  which  new  loans  may  be  made  at  any  time  dur- 
in|;  the  business  day.   The  other  rate  is  the  renewal  rate 
for  call  loans  and  this  is  the  rate  at  which  old  call  loans 
previously  made  will  be  renewed  for  the  day.   All  new  loans 
are  made  at  the  market  rate  for  one  day  only,  and  if  they 
last  longer  than  one  day  they  will  change  after  the  first  day 
to  the  renewal  rate.   This  has  the  result  that  ninety-five 
percent  of  the  outstanding  loans  at  any  time  are  governed 
by  the  renewal,  rather  than  by  the  market  rate,  on  account 
of  the  fact  that  less  than  five   ercent  of  the  total  volume 
of  loans  are  those  made  during  the  current  business  day,   A 
call  loan  dees  not  necessarily  stand  for  only  a  few  days,  but 
may  stand  for  months  at  a  time;  ir  fact  there  is  one  call 
loan  on  record  whicl  was  not  called  for  over  twelve  years. 

(7)  Method  p  f  ^  J  ermine,  tJ,on^pf^  P^ii_  Lo^P !_, 

The  call  loan  may  be  terminated  in  either  of  two 
ways;  the  lender  may  notify  the  borrower  that  his  loan  is 
called,  with  the  result  that  the  borrower  must  pay  off  the 
loan  and  interest  that  day,  or  the  borrower  may  inform  the 
lender  that  he  intends  to  pay   off  his  loan.   The  reason  for 
the  celling  of  the  loan  by  the  lender  is  generally  that  he 
needs  the  funds  thus  employed  for  some  other  purpose,  while 
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the  reason  that  the  borrower  pays  off  the  loan  is  that  the 
transactions  in  securities  which  necessitated  this  loan  have 
been  completed,  and  that  the  securities  thus  purchased  have 
been  sold  again,  or  at  least  part  of  them.   In  order  that 
neither  lenders  nor  borrowers  will  be  embarrassed  by  having 
a  large  percentage  of  these  loans  terminated,  or  called,  at 
one  time,  it  is  customary  for  both  sides  to  use  a  diversifj- 
cation  of  risk.   Consequently,  if  a  bank  has  half  a  million 
dollars  to  lend  it  will  endeavor  not  to  lend  this  whole  e- 
Biount  to  the  same  borrower,  but  will  attempt  to  divide  the 
whole  amount  between  several  borrowers,  thus  lessening  to 
a  great  extent  the  possibility  of  the  whole  amount  of  money 
becoming  idle  at  one  time,  as  would  be  the  case  if  it  were 
all  in  one  dall  loan  which  was  terminated  by  the  borrower. 
The  borrower,  on  the  other  hand,  will  attempt  to  divide 

his  loans  in  the  same  way;  if  he  has  to  borrow  a  half  a       | 

I 
million  dollars,  he  will  attempt  to  borrow  it  from,  several 

different  lenders  in  smaller  amounts,  for  the  reason  that 

he  does  not  wish  to  have  this  whole  loan  called  at  one  time. 

1 
The  Money  Market  on  the  Stock  Exchange  dees 

business  between  ten  o'clock  in  the  morning  and  three  o'clock 

in  the  afternoon.   It  is  obvious  that  if  lenders  began  eel-   I 

i 
ling  their  loans  efcout  two  o'clock  in  the  afternoon,  there 

would  soon  develope  a  mad  rush  of  borrowers  to  get  these      i 

loans,  which  were  thus  called,  placed  with  other  lenders. 

The  chance  of  anything  of  this  sort  occurring  in  the  Money 
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Market  has  been  obviated  by  the  operation  of  an  unwritten, 
but  universally  observed,  law  of  the  Stocl'  Exchange  for- 
bidding the  calling  of  any  loan  after  twel ve: f i f teen .   As 
a  result  of  this  law,  all  brokers  know  that  if  their  loans 
are  not  called  up  to  this  time,  they  will  not  be  called 
until  the  next  day. 
(8) .   The  Security^ Collaterals 

With  regard  to  security  collateral  loans  in 
general,  call  loans  usually  amount  to  about  sixty  percent, 
and  time  loans  to  about  forty  percent  of  the  total  amount 
of  these  loans  made.   This  ratio  may  change  at  different 
times.   In  dull  periods  of  business  the  proportibn  of  call 
loans  will  be  somewhat  diminished,  while  in  periods  of 
great  business  activity  and  speculation,  call  loans  may 
form  nearly  seventy-five  percent  of  the  total  amount  of 
security  collateral  loans.   The  actual  amount  of  money 
which  is  invested  in  call  loans  ranges  from  about  half  a 
billion  dollars  as  «,  minimum  to  about  a  billion  and  a  half 
dollars.   When  the  Money  Committee  took  control  of  the 
Money  Market,  at  a  period  of  great  depression  in  the  tTar- 
ket,  they  found  that  the  total  amount  of  money  invested 
in  call  loans  was  a  little  over  four  hundred  millions  of 
dollars.   The  peak  of  the  loan  account  was  reached  in  the 
period  of  speculation  following  the  World  War,  when  the 
volume  of  call  loans  reached  1,  518  millions  of  dollars 
in  the  week  of  November  seventh,  1919.   In  normal  times 
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the  amount  of  these  loans  averages  between  seven  hundred 
and  eight  hundred  millions  of  dollars. 

The  margin  which  the  lender  requires  the  borrower' 
to  furnish  on  call  leans  varies  according  to  the  type  of  j 
the  securities  the  latter  furnishes.   The  ordinary  amount    j 

of  margin  upon  a  so-called  "regular  loan"  is  twenty-five     i 

i 

percent,  the  margin  on  loans  based  upon  other  collateral     j 

is  ordinarily  thirty  percent.   A  regular  loan  is  made 

upon  a  mixed  collateral  as  security.   Mixed  collateral       I 

i 
means  that  part  of  the  securities  are  railroad  stocks, 

or  bonds,  and  part  of  them  are  industrial  stocks,  or  bonds. 

The  Droportion  between  these  two  kinds  of  securities  has     I 

I 
varied  at  different  times  in  the  history  of  the  Money        j 

Market  on  account  of  the  fact  that  industrials  have  been 
held  in  higher  repute  in  late  years  than  was  the  case  for- 
merly.  The  proportion  existing  formerly  was  two  to  one  with] 
the  preference  for  rails.   Thus  a  regular  loan  was  based     ; 
upon  securities  comprising  sixty-six  and  two-thirds  percent 
railroad  stocks  and  thirty-three  and  one-third  percent       j 
industrial  stocks.   It  was  not  nedessary  for  the  propor- 

! 

tions  to  be  exactly  two  to  one,  but  they  approximated  this   j 

ratio.   The  change  in  the  feeling  that  rails  were  better     i 

i 
collateral  than  industrials  has  increased  a  great  deal  in    j 

late  years,  because  of  the  far  greater  strength  of  most      ] 

industrial  stocks  now  than  in  former  years,  and  also  bd-     j 

j 

cause  they  now  ccmprose  a  much  larger  percentage  of  the 
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total  nbffiber  of  securities  listed  upon  the  New  York  Stock 
Exchange  than  was  the  case  ten  years  ago.   Some  of  them 
are  now  considered  to  be  very  nearly  as  safe  as  bonds, 
United  States  Steel  being  an  example  of  one  of  unusual 
strength.   As  a  result  of  the  change  of  attitude  regarding 
industrials,  a  regular  loan  is  now  made  upon  security  col- 
lateral comprising  one-half  rail  stocks  and  one-half  in- 
dustrial stocks.   Below  is  given  an  example  of  an  old 
regular  loan  and  a  new  regular  loan: 

OLD  REGULAR  LOAN  OF  $100,000 
Based  upon  mixed  collateral;  margin  about  2b% 

400  Baltimore  &  Ohio  at    $40  $16,000 

100  Union  Pacific     at    138  15,800 

200  N.Y.Chicago  &    St. Louis  at  $81            16,200 

200  Pennsylvania      at     46  9,200 

200  Great  Northern    at     80  16,000 

200  United  States  Steel  at  1)7  21,400 

100  Baldwin  Loco      at    127  12,700 

400  Amer. Smelt. &  Refining  at   51            20,400 

$125,700 

NEW  REGULAR  LOAN  OF  $100,000 

Based  upon  mixed  collateral;  margin  about  25% 

200  Lehigh  Valley  at  $64  $12,800 

300  N.Y.  Central  at   93  27,900 

100  Central  R.R.of  N.Y.  at  232  23,200 

200  Eeth. Steel  at   63  12,600 

200  Amer. Tobacco  at  155  31,000 

400  Kelley-Springfield  at   44  ililpO 

$125,100 
The  margin  required  on  a  loan  made  upon  se- 
curities which  are  composed  entirely  of  rails,  is  the 
same  as  that  required  on  a  regular  loan.   The  margin  on 
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an  all-industrial  loan  is,  however,  higher  than  that  re- 
quired on  either  of  these  other  two  types,  and  the  ordinary 
amount  is  about  thirty  percent.   Ten  years  ago  all-rail 
loans  were  quite  common  and  all-industrial  loans  were  quite 
rare,  whereas,  now  the  reverse  is  the  case,  with  the  result 
that  8  very  large  number  of  loans  ar«  now  made  upon  all- 
industrial  collateral. 

The  lender  always  has  the  privilege  of  forcing 
the  borrower  to  substitute  other  collateral  than  that  of- 
fered, in  the  event  that  he  does  not  wish  to  accept  some 
of  the  securities  which  the  borrower  has  sent  him.   In  this 
case  the  borrower  must  either  change  that  part  of  the  col- 
lateral which  is  undesirable  to  the  lender  or  have  his  loan 

called.   Lenders  do  not  care  to  accept  securities  which       ' 

I 

fluctuate  widely,  and  for  this  reason  they  may  require  the     ' 

borrower  to  change  such  securities  or  to  put  up  a  larger 

i 

amount  of  them  so  that  he  will  have  a  larger  margin  of  safety.! 
Odd  lots  are  not  acceptable  to  the  lender  aw  they  are  not  as   i 
easily  disposed  of  as  round  lots,  consequently  borrowers  make 
up  their  securities  in  lots  of  one  hundred  shares  or  multi- 
ples of  a  hundred.   The  reason  for  the  lender's  preference 

is  that  round  lota  may  be  sold  directly  upon  the  market  by 

i 
any  broler,  whereas  the  odd  lots  must  be  sold  to  an  odd  lot 

dealer  who  marks  his  price  one-eighth  to  one-quarter  of  a 

percent  below  the  m.arket  price  for  one  hundred  share  lots. 

Another  type  of  stock  which  is  not  desirable  as  collateral 
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is  that  which  sells  at  a  very  high  price,  because,  if  there 
is  8  bed  break  in  the  market,  these  high-priced  stocks  are 
very  apt  tc  be  those  which  lose  most  heavily. 

Although  lenders  do  not  like  these  odd  lots  or 
widely  fluctuating  securities,  they  do,  however,  accept 
tbem.   They  often  obtain  more  margin  by  marking  down  the 
prices  of  securities  which  have  risen  sharply.   During  the 
war,  for  example,  Bethlehem  Steel  was  always  marked  down  a 
considerable  amount  below  its  extremely  high  selling  price, 
thus  having  the  same  effect  as  requiring  the  borrower  to  put 
up  additional  irargin  to  secure  the  loan.   It  should  be  borne 
in  mind  that  marketability  of  the  collateral  is  more  desira- 
ble to  the  lender  than  is  stability  of  price.   The  lender 
greatly  prefers  to  be  sure  that  he  will  be  able  to  find  a 
market  for  the  collateral  in  case  he  is  forced  to  sell  it 
rather  than  to  be  sure  that  the  market  price  of  the  collater- 
al will  be  very  unlikely  to  vary,  but  not  having  the  assur- 
ance that  he  can  find  a  purchaser  for  the  securities. 

If  the  price  of  the  securities  held  as  collateral 
declines  eo  that  their  total  market  value  does  not  come  up 
to  the  amount  of  the  margin  required  by  the  lender,  he  will 
call  upon  the  borrower  to  furnish  him  with  additional  col- 
lateral.  Borrowers  nearly  always  give  collateral  which 
aggregates  slightly  more  than  the  necessary  margin,  so  that 
they  will  not  be  called  upon  to  furnish  more  securities  in 
the  event  that  the  market  price  upon  some  of  these  securities 
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declir es . 

Brokers  as  a  rule,  however,  watch  their  loans 
as  closely  as  lenders  and  they  generally  give  the  lender 
additional  collateral  even  before  they  are  called  upon  to 
do  ao.   The  borrowing  brokers  take  pride  in  the  feet  that 
the  lender  is  not  forced  to  call  upon  them  because  of  the 
fact  that  they  advance  additional  collateral  even  before 
i\    is  absolutely  necessary. 

The  borrower  may  often  wish  to  recover  some  stock 
certificate  in  the  lender's  possession,  and  he  is  allowed  to 
do  this  provided  that  he  substitutes  other  securities  which 
are  acceptable  to  the  lender. 

There  remains  one  other  entirely  different  kind 
of  collatere.l  which  is  now  widely  used  in  making  call  loans. 

This  is  the  use  of  acceptances  as  collateral.   Call  loans      J 

i 
made  against  acceptances  generally  command  a  lower  rate  of     ' 

interest  than  those  made  against  any  other  type  of  collater- 
al.  The  reason  for  the  preferential  rate  in  regard  to  ac- 
ceptances is  a  result  of  the  policy  of  the  Federal  Reserve 

System,  which  allows  acceptances  to  be  re-discounted  at  the 

I 
Federal  Reserve  Banks  by  member  banks.   The  Federal  Reserve 

System  does  not,  on  the  other  hand,  p=ermit  any  sudh   re-       j 

discount  with  regard  to  loans  made  against  Stock  Exchange      ] 

I 
( 

securities,  except  those  made  against  Liberty  Bonds  and  other 

securities  of  the  U.S.A.   Thus,  if  the  borrower  finds  him-     i 
self  unable  to  pay  off  his  loan  when  it  is  called,  and  the 
lending  bank  holds  Stock  Exchange  securities  as  collateral     ■ 
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against  his  loan,  the  only  way  that  the  bank  can  obtain 
the  amount  of  the  loan  is  to  sell  the  securities  in  the 
open    raerket. 

Acceptances,  however,  can  always  be  re-discounted 
with  the  Federal  Reserve  Bank  and  loans  are  mede  against 
them  at  a  rate  of  interest  which  is  usually  about  one- 
half  of  one  percent  lower  than  the  rate  of  interest  upon 
call  loans  made  with  Stock  Exchange  securities  as  col- 
lateral . 

The  difference  ir.  the  rate  may  be  due  either 
to  the  greater  liquidity  of  call  loans  which  are  secured 
by  acceptances  in  comparison  with  those  loans  secured  by 
Stock  Exchange  securities,  or  it  may  be  due  to  the  fact 
that  tliese  loans  against  acceptances  are  favored  by  the 
Federal  Reserve  Bank  Act  governing  rediscounts.   In  view 
of  the  persistence  of  security  collateral  loans  in  com- 
petition with  loans  on  acceptances,  it  is  probable  that 
there  is  not  a  great  deal  of  difference  ir  the  relative 
liquidity  of  the  two  types  of  loans.   There  are  arguments 
on  both  sides  and  those  who  are  hostile  to  the  security 
collateral  loan  often  point  to  the  one  time  in  the  his- 
tory of  the  Stock  Exchange  when  banks  were  not  able  to 
realise  on  these  loans  because  of  the  fact  that  the  Stock 
Exchange  was  closed  for  a  time  in  1914.   The  loans  then 
became  "frozen  loans"  which  the  banks  had  to  hold.   On 
the  other  hand,  it  is  not  such  an  unheard  of  thing  for  a 
bank  to  fail,  as  happened  in  1920.   In  that  case  there 
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was  a  greater  chance  of  loss  from  loans  on  acceptances 
than  would  be  the  case  v;ith  security  collateral  loans. 
In  the  crisis  of  ''9?,0,  no  collateral  loans  were  frozen, 
while  many  acceptances  were. 

It  is  also  true  that  banks  m^.y  not  find  it 
desirable  to  get  beck  their  funds  invested  in  security 
collateral  loans  by  selling  these  securities  on  the  Stock 
Exchange,  because  of  the  bad  effect  which  would  be  pro- 
duced upon  business  in  general,  and  with  the  indirect 
results  which  this  would  have  upon  the  business  of  the 
banks.   This  holds  true  for  New  York  banks,  but  hardly 
for  country  banks  who  do  not  feel  that  they  are  so 
directly  concerned  with  the  state  of  business  or  finan- 
cial strain  in  New  York  City.   It  is  obviously  true  that 
the  New  York  banks  v.ill  hesitate,  however,  before  they 
will  call  loans  in  a  crisis  when  they  know  that  the  re- 
sult will  be  to  cause  serious  financial  embarrassment 
to  their  own  customers.   On  the  whole,  there  seems  to  be 
little  to  choose  between  the  two  types  of  call  loans,  and 
it  is  due  more  to  the  policy  of  the  Federal  Reserve  Sys- 
tem in  regerd  to  acceptances  than  to  any  inherent  advan- 
tages in  this  type  of  collateral. 
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CHAPTER  II 
DESCRIPTION  OF  THE  OPERATION  OF  THE  CALL 

MONEY  MARKET  ON  THE  NEW  YORK  STOCK  EXCHANGE. 


When  the  history  of  the  Money  Market  is  ana- 
lyzed for  the  purpose  of  describing  its  operation,  it  is 
found  that  this  history  may  be  divided  into  three  dis- 
tinct periods,  all  of  which  show  important  differences, 

I.   The  first  period  covers  the  operation  of  the  Money 
Market  from  its  beginning  up  to  the  time  of  the  entrance 
of  the  United  States  into  the  World  War  and  the  formation, 
in  September  1917,  of  that  organisation  known  as  the 
"Money  Committee",  which  was  a  sub-committee  of  the 
Liberty  Loan  Committee. 

II,   The  second  period  in  the  division  extends  through 
the  operation  of  the  Money  Market  under  the  supervision 
and  control  of  the  Money  Committee  end  ends  with  the  ter- 
mination of  this  control  in  January  1919. 

III.   The  third  and  last  period  in  the  history  of  the 
Money  Market  extends  from  the  relinquishment  of  control 
by  the  Money  Committee  up  to  the  present  time. 

These  three  periods  will  be  discussed  in  the 
order  in  which  they  fall  historically.   Consequently, 
the  first  in  order  is  the  operation  of  the  New  York 
Money  Market  on  the  Stock  Exchange  up  to  the  time  of  the 
entrance  of  the  United  States  into  the  World  War.   This 
period  is  practically  the  same  as  that  of  the  operation 
of  the  Money  Market  at  the  time  of  the  National  Banking 


Act,  because  of  the  fact  that  the  Federal  Reserve 

System  had  very  little  chance  to  get  into  operation 

before  the  ^ar. 

I. 
At  this  time  in  the  history  of  the  Money  Market, 

all  loans  made  upon  the  floor  of  the  Stock  Exchange  were 
made  at  the  "money  post",  which  appeared  like  any  stock 
trading  post  upon  the  floor  and  served  the  same  purpose 
for  transactions  in  call  loans  that  a  stock  trading  post 
serves  for  transactions  in  stocks.   All  the  brokers  de- 
sirous of  borrowing  money  on  cell  would  come  to  the 
"money  post"  and  all  the  lending  brokers  would  also  bring 
their  orders  to  loan  funds  to  this  same  place.   These  two 
groups  of  brokera,  composed  o?  the  borrowers  and  lenders, 
formed  what  was  termed  the  "money  crowd"  upon  the  floor 
of  the  Exchange.   The  lending  brokers  not  only  brought 
the  money  of  their  own  firms  to  lend,  but  also  the  funds 
of  any  bank  in  the  city  that  was  accustomed  to  do  their 
call  loan  business  through  them.   The  borrowers  called  out 
their  bids  for  money  in  the  same  way  as  a  broker  does  who 
wishes  to  buy  a  particular  stock  at  a  stock  trading  post, 
and  the  lenders  called  out  the  rate  of  interest  at  which 
they  were  willing  to  loan  their  money,  and  also  the  quan- 
tity of  money  to  be  loaned  st  that  particular  rate.  Loans 
were  made  by  two  members  of  the  "money  crowd"  getting  to- 
gether, the  one  being  a  borrowing  broker  and  the  other  a 
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lender,  and  agreeing  between  themselves  what  the  rate 
should  be  for  the  individual  loan.   The  first  loan  made 
after  the  market  opened  at  ten  o'clock  in  the  morning 
established  the  market  rate  for  loans.   This  rate  was 
liable  to  fluctuate  with  any  of  the  succeeding  loans 
which  might  be  made   at  some  different  rate  of  interest. 
The  fixture  of  the  renewal  rate  for  old  loans 
was  largely  a  matter  of  chance.   After  betveen  two  and 
three  millions  of  dollars  of  new  loans  had  been  made,  ap- 
proximately the  everage  of  the  rates  of  interest  to  be 
paid  upon  these  loans  was  taken  as  the  rate  at  which  old 
loans  would  be  renewed  for  that  day.   This  renewal  rate 
was,  however,  by  no  means  universally  followed  by  the 
banks  lending  money  on  the  Exchange.   Different  banks 
often  established  renewal  rates  at  variance  with  each 
other.   It  was  understood  generally  that  if  the  borrower 
and  lender  did  not  get  into  communication  with  each  other 
during  the  day,  the  rate  of  interest  charged  upon  old 
call  loans  remained  the  same.   Thus,  ?*hen  there  appeared 
a  tendency  for  rates  to  drop,  the  borrower  would  try  to 
get  in  touch  tith  the  lender  in  order  to  have  the  rate  of 
interest  charged  upon  his  loan  reduced  and  when,  on  the 
othciT  hand,  the  rates  of  interest  seemed  to  be  rising  in 
general,  the  lender  would  endeavor  to  get  in  communica- 
tion with  the  borrower  and  have  the  rate  on  the  loan 
raised  for  that  day. 
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The  preceding  description  shows  the  way  in 
which  the  two  rates  for  loans  were  at  this  time  determined 
at  the  money  post.   The  next  event  to  take  place  between 
these  two  brokers  upon  the  floor  who  were  making  a  loan 
between  themselves  was,  after  the  rate  and  amount  of  the 
loan  had  been  agreed  upon,  to  exchange  a  memorandum  of 
the  loan  stating  the  amount  and  the  rate  of  interest,  and 
to  send  these  memoranda  to  their  respective  firms.   The 
conditions  of  the  loan  thus  made  were  binding  both  to  the 
borrowing  house  for  which  the  loan  was  obtained,  and  the 
lending  institution  for  which  the  lending  broker  had  made 
the  loan.   It  then  remained  for  the  borrower  to  send  the 
collateral  with  the  necessary  margin  to  the  lending  in- 
stitution and  for  this  lender  to  give  the  borrower  a  check 
for  the  amount  of  the  loan,  provided  the  collateral  proved 
sati  sf actory . 

One  of  the  greatest  faults  in  this  method  of 
making  loans  on  the  Money  Market  was  the  use  of  the  cer- 
tified check.   The  circumstances  which  brought  about  the 
necessity  of  the  certified  check  were  thesej  the  borrower 
had  a  loan  which  had  been  called  by  the  lender  and  he  thus 
found  it  necessary  to  make  a  new  loan  with  some  other  len- 
der, but  he  could  not  make  this  new  loan  until  he  obtained 
the  collateral  to  give  for  it  which  was  held  by  the  bank 
which  had  called  the  loan;  on  the  other  hand  he  was  not 
able  to  obtain  the  collateral  from  the  bank  which  had 
called  his  loan  until  he  had  given  a  check  for  the  fraount 
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of  his  loan.   This  put  him  in  the  position  of  not  being 
able  to  secure  a  loan  until  he  obtained  his  collateral, 
and  of  not  being  able  to  obtain  his  collateral  until  he 
secured   a  loan.   The  only  v^y    out  was  for  the  borrower 
to  get  a  certified  check  from  some  third  bank  v;here  he 
had  a  deposit.   This  check  was  secured  only  by  the 
broker's  single  name  paper.    It  ia  true  that  it  was 
only  necessary  for  him  to  get  this  extension  of  credit 
for  a  few  hours,  but  at  the  same  time  it  caused  a  huge 
certification  of  cheeks  by  the  banks   when  any  con- 
siderable number  of  loans  were  called.   Loans  made  upon 
these  certified  checks  were  known  as  day-loans,  being 
made  for  a  short  time  during  the  business  day.   It  should 
be  observed  that  the  day  loan  has  proved  to  be  a  very 
safe  type  of  loan,  otherwise  banks  would  not  be  willing 
to  make  them.   Losses  through  day  loans  are  very  rare; 
but  the  main  objection  to  these  loans  is  not  nny  lack  of 
safety  in  the  type  of  loan,  but  rather  the  very  large 
amount  of  these  loans  vrhich  are  made  by  the  banks. 

The  major  points  to  be  noted  in  the  operation 
of  the  Money  Market  during  this  period  ere  the  bidding 
which  took  place  at  the  money  post,  the  formation  of  the 
renewal  rate,  and  the  lack  of  any  means  of  clearing  loans 
when  they  were  tb  be  paid  off  by  the  borrower,  or  called 

in  by  the  lender. 

II, 

From    September    1917    to  Je-nuary    1919,    the   New 
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York  Call  Money  Market  was  under  the  supervision  end  con- 
trol of  the  "Money  Committee".   The  Money  Committee  -ffaa  a 
sub-committee  of  the  Liberty  Loan  Committee  which  waa 
formed  shortly  after  the  United  States  entered  the  war. 
The  purpose  of  the  Liberty  Loan  Committee  T/as,  of  course, 
the  successful  floatation  of  the  various  government  loans 
in  order  to  finance  the  v?ar.    The  Money  Committee  was 
formed  as  a  sub-committee  in  September  1917.   Benjamin 
Strong,  Governor  of  the  New  York  Federal  Reserve  Bank,  was 
the  chairman  of  the  committee  and  the  following  men  wer© 
also  members  of  it;  James  S.  Alexander,  George  F.  Baker, 
Walter  F.  Frew,  Gates  W.  McGanah,  Charles  H.  Sabin, 
Frank  A.  Vanderlip,  James  N.  Wallace  and  Albert  H.  Wiggin. 
The  reason  for  the  formation  of  this  committee  was  that 
when  the  Liberty  Loan  Committee  ir/as  organized  in  April  1917, 
one  of  the  first  developments  which  was  encountered  was  the 
tendency  on  the  part  of  lenders — both  New  York  City  banks 
and  out-of-town  banks--to  withdraw  their  loans  from  the 
Stock  Exchange  in  order  to  invest  in  the  new  issues  of 
securities  being  made  by  the  Government.   A  further  reason 
why  the  banks  wished  to  withdraw   their  funds  from  the 
Stock  Exchange  loans  was  that  they  felt  that  they  would 
have  to  greatly  increase  their  borrowings  from  the  Federal 
Reserve  Bank,  and  so  they  wished  to  change  these  loans  for 
other  kinds  of  obligations  which  would  be  available  for 
re-discount  at  the  Federal  Reserve  Bank. 
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Comeequently,  the  Money  Committee  found  it 
necessary  to  make  up  a  fund  every  day  which  would  take 
care  of  any  deficiencies  which  were  bound  to  occur  in  t 
the  Stock  Exchange  loan  account  a,s   a  result  of  the  cal- 
ling of  loans  by  banks  who  desired  their  funds  for  other 
investments.   This  fund  vrhich  the  "Money  Committee"  made 
up,  at  first  among  the  banks  they  represented,  was  a 
necessary  instrument  for  keeping  the  rates  on  call  money 
from  rising  sharply.   If  there  had  been  no  funds  to  take 
the  place  of  those  which  were  withdrawn  by  the  banks, 
the  result  would  have  been  that  borrowers  would  have  been 
forced  to  bid  abnormally  high  rates   in  order  to  obtain 
money  and  thus  the  government  would  have  been  seriously 
hindered  in  floating  its  loans  because  of  the  extraor- 
dinarily high  rates  which  would  have  resulted  for  the 
use  of  money  in  the  New  York  Money  Market.   A  still  graver 
result  might  also  have  ensued.   If,  in  spite  of  the  high 
rates  which  were  bid,  the  banks  still  continued  to  with- 
draw their  money,  thus  leaving  a  demand  for  money  which 
was  not  filled  at  the  Exchange,  a  panic  might  have  fol- 
lowed at  the  very  time  when  it  was  absolutely  necessary, 
in  order  to  finance  the  way,  that  financial  institutions 
s|iould  be  on  a  sound  and  firm  basis.   In  order  that  the 
absolute  needs  of  the  Money  Market  might  be  filled,  the 
members  of  the  Committee  pledged  a  pool  of  money,  for 
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Stock  Exchange  loans,  at  first  to  the  amount  of  one 
hundred  millions  of  dollars.   Shortly  afterward  a  con- 
tingent fund  of  another  one  hundred  millions  was  also 
pledged  for  Stock  Exchange  loans.   It  was  found  that  this 
fund,  as  it  was  organized,  bore  unevenly  on  certain  banks 
who  did  not  wish  to  make  these  loans  but  did  so  because 
of  their  interest  in  the  efficient  operation  of  the  Trea- 
sury.  On  account  of  this  fact,  a  new  policy  was  adopted 
by  the  Money  Committee  in  respect  to  the  allotment  of  this 
fund  among  the  different  banks.   Data  was  gathered  as  to 
what  banks  were  in  the  habit  of  loaning  money  on  the  Ex- 
change and  to  what  amount  their  loans  generally  tended. 
It  was  found  that  the  banks  in  the  upper  part  of  the  city 
rarely  loaned  money  on  the  Exchange  on  account  of  the 
character  of  their  businefss  and  that  the  money  was  mostly 
supplied  by  the  down-town  banks.   It  was  found  that  the 
loan  account  of  Stock  Exchange  was  running  between  four 
hundred  and  four  hundred  and  fifty  millions  at  this  time, 
and  the  Committee  attempted,  on  the  basis  of  the  results 
which  they  had  obtained  from  their  data,  to  make  a  fair 
apportionment  of  these  loans  among  the  different  banks. 
Thus  the  fund  had  gradually  developed  from  a  pool  of  one 
hundred  millions  of  dollars  divided  among  a  small  number 
of  the  larger  banks  to  an  apportioning  of  the  whole  Stock 
Exchange  loan  account,  amounting  to  over  four  hundred  mil- 
lions of  dollars,  among  all  the  banks  in  New  York  City  wht 
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were  in  the  habit  of  making  loans  upon  the  Stock  Exchange. 
The  banks  were  virtually  compelled  to  furnish  their  al- 
lotment of  money  for  loans,  and  if  they  failed  to  do  so, 
which  was  seldom  the  case,  the  Money  Committee  put  pressure 
upon  them  and  forced  them  to  contribute  their  share.   The 
totel  number  of  lenders  was  about  sixty-fivo. 

The  foregoing  discussion  has  shown  how  the 
Money  Committee  handled  the  supply  side  of  the  New  York 
Money  Market.   It  was,  furthermore,  necessary  for  them  to 
keep  a  firm  hand  upon  the  demand  side  of  the  Money  Market. 
This  was  done  by  getting  daily  reports  of  the  members  of 
the  Stock  Exchange,  and  by  not  permitting  them  to  increase 
their  borrowings  beyond  the  amount  which  they  reached 
upon  a  certain  day.   The  day  selected  was  the  same  as  that 
on  which  the  supply  of  funds  necessary  for  the  Market  had 
been  determined,  end  so  it  was  essential,  in  ord^r  to  keep 
the  market  stabilized,  that  the  demand  should  not  increase 
beyond,  nor  the  supply  fell  short  of,  the  particular  esti- 
mates made  by  the  Committee  as  to  what  they  should  be.  If 
the  borrowers  had  increased  the  amounts  of  their  loans, 
it  would  have  had  the  same  result  as  if  the  banks  had  de- 
creased the  amount  available  for  loans  and  the  same 
result  of  inadequate  funds  to  meet  the  demands  would  have 
ensued. 

The  Money  Committee  in  different  periods  fol- 
lowed two  policies  in  its  control  over  the  Money  Market. 
The  first  policy  was  pursued  from  the  time  of  the  organi- 
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zation  until  August  1918.   During  this  period  the  purpose 
of  the  Committee  was  to  insure  a  sufficient  fund  to  take 
care  of  the  Stock  Exchange  transactions.   Its  policy  was 
one  of  provision  for  the  imperative  needs  on  the  side  of 
borrowers.   Banks  at  this  time  did  not  wish  to  make  loans 
upon  the  Exchange  and  it  was  the  purpose  of  the  Committee 
to  force  them  to  make  these  loans. 

This  was  the  feeling  of  the  banks  toward  Stock 
Exchange  loans  up  to  the  date  of  August  3918.   About  this 
time  the  attitude  regarding  the  Money  Market  was  changing. 
Borrowers  were  becoming  anxious  to  enlarge  the  anount  of 
their  loans,  while  banks  did  not  feel  the  same  necessity 
of  withholding  their  funds  from  the  market.   The  Committee 
found  that  the  tone  of  the  market  was  becoming  highly 
speculative,  and  this  forced  them  to  change  their  policy 
from  that  of  providing  for  loans  to  a  policy  of  restraint 
and  restriction  upon  the  amount  of  loans  made  to  the  mem- 
bers of  the  Exchange.   To  put  this  plan  into  operation, 
the  daily  reports  of  members  of  the  Exchange  as  to  the 
amount  of  their  loans  was  used.   These  reports  were  strictly 

confidential  and  were  given  only  to  the  Committee  with  the    , 

1 
understanding  that  they  were  in  no  way  to  be  made  public. 

In  addition  to  the  restriction  upon  the  mem- 
bers which  has  already  been  stated,  namely,  that  they         > 
were  not  to  increase  the  amounts  of  their  loans  above 
that  which  was  shown  at  the  time  chosen  by  the  Committee 
as  the  legitimate  amount  for  their  loans,  another  measure 
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to  control  the  speculative  tendency  was  Introduced  by 
the  Committee.   This  measure  was  the  increase  in  the 
margins  of  collateral  which  should  be  l<ept  against  all 
call  loans.   The  margin  required  upon  mixed  collateral, 
composed  of  rail  and  industrial  stocks,  had  previously 
been  twenty  percent,  and  the  margin  required  on  unmixed 
industrial  stocks  as  collateral  had  been  twenty-five 
percent.   The  Money  Committee  increased  both  of  these 
margins  and  required  borrowers  making  losne  to  furnish 
thirty  percent  margin  upon  all  loans  of  the  former  class, 
and  to  furnish  thirty-sovon  and  one-half  percent  margin 
upon  all  loans  of  the  latter  class. 

A  third  step  which  the  Committee  took  in  or- 
der to  keep  matters  well  in  hand  was  to  encourage  banks 
to  run  their  time  loans  for  a  shorter  period  than  was 
customary.   Thus  they  advised  banks  to  make  loans  for 
four  months  instead  of  six,  and  for  two  months  instead 
of  three.   The  reason  for  this  step  was  that  they  did 
not  think  it  was  advisable  at  that  time  for  the  banks 
to  tie  their  money  up  for  any  longer  a  period  of  time 
than  was  absolutely  necessary. 

In  order  to  illustrate  clearly  the  policy 
followed  by  the  "Money  Committee",  the  following  letter, 
written  September  1918  by  Benjamin  Strong,  chairman  of 
the  Liberty  Loan  Subcommittee  on  Money  to  H.G.S.  Noble, 
President  of  the  New  York  Stock  Exchange  is  cited: 
"  My  Dear  Sir.   As  you  are  aware,  a  subcommittee  of 
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tho  Liberty  Loan  Committee  of  this  district  waa  ap- 
pointed on  September  5,  1917,  and  h<58  undertaken  certain 
duties  in  connection  with  the  New  York  Money  Market, 
for  securing  the  moat  complete  cooperation  with  the 
Government  in  its  finoncial  program  by  all  the  finan- 
cial interesta  of  the  city. The  work  of  the  subcom- 
mittee has  met  with  the  cordial  cooperation  of  the 
important  interesta  connected  with  the  New  York  Money 
Market  and  there  has  been  maintained  an  orderly  course 
of  affairs  in  which  the  supply  of  funds  has  been  ample 
for  the  essential  needs.   We  believe  this  condition 
can  be  continued.   It  is  obvious,  however,  that  for  the 
present  there  should  be  devoted  to  the  security  market 
no  additional  credit  beyond  the  funds  now  used.   Any 
tendency  to  expand  the  collateral  loan  account  should, 
for  the  general  good,  under  the  present  conditions,  be 
checked. 

"In  order  that  this  important  situation  may  be 
handled  in  a  way  that  will  result  in  the  least  possible 
inconvenience,  it  is  desirable  that  we  should  have  a 
complete  daily  view  of  stock  exchange  loans.   We  re- 
cognise the  disposition  of  the  Stock  Exchange  to  co- 
operate in  every  way  toward  contributing  to  the  orderly 
conduct  of  the  Money  Market  and,  depending  upon  that 
patriotic  disposition,  we  now  ask  the  governors  of  the 
Stock  Exchange  to  collect,  for  the  confidential  use  of 

this  committee,  daily  statements  from  each  member  of 
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th»  Exchange  showing  in  such  rietsil  as  may  be  agreed 
upon  in  confarence,  the  amount  of  time  and  call  loans 
of  each  Stock  Exchange  house, 

"This  information  will  be  for  the  confidential  use 
of  the  Goramittee,  in  whose  hands  has  been  placed  the 
responsibility  of  maintaining  an  orderly  Money  Market. 
The  reports  will  be  asked  during  a  temporary  period.  At 
present  it  is  impossible  for  us  to  say  for  just  how 
long  a  period  they  will  be  needed.   We  will  be  obliged 
if  you  will  ask  the  members  of  the  Exchange  to  begin 
these  reports  at  the  earliest  date  practicable. 

"Lest  any  possible  misunderstanding  arise  as  to 
the  object  of  this  request,  I  am  directed  by  the  committae 
to  explain  that  this  is  only  one  of  a  number  of  measures 
being  undertaken  by  the  committee  with  the  object  of 
exercising,  by  mutual  understanding  among  the  insti- 
tutions and  firms  of  this  city,  such  reasonable  and 
necessary  control  of  the  employment  of  credit  as  will 
insure  no  interference  with  the  financial  operations 
of  the  Government  in  conducting  the  war. 

"Accurate  information  as  to  the  amount  of  bank 
credit  being  employed  for  Stock  Exchange  purposes  will 
be  useful  in  attaining  these  objects. 

"I  am  directed  by  the  committee  to  express  its 
cordial  appreciation  of  the  spirit  of  cooperation  which 
has  been  shown  by  the  officers  and  members  of  the  Stock 
Exchange  in  matters  of  this  kind,  which  feeling  is 
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shared  by  the  officera  of  the  Federal  Reserve  Bank." 
The  control  of  the  Money  Committee  lasted 
until  January  10,  1919.  At  this  time  there  was  a  country- 
wide cry  to  get  back  to  "business  as  usual"  and  a  re- 
linquishment of  all  war  measures.   The  officers  of  the 
Stock  Exchange  felt  that  they  were  fully  able  to  deal 
with  the  situation  and  requested  that  the  numerous 
measures  which  were  inaugurated  during  the  foregoing 
period  should  be  abandoned.   On  the  other  hand,  the 
members  of  the  Money  Committee  were  perfectly  willing 
to  withdraw  from  the  field  and  had  continued  during  the 
latter  part  of  their  existence  only  at  the  specisl  re- 
quest of  the  Treasury.   As  a  consequence  of  the  feeling 
that  business  should  now  get  back  to  normal,  and  that 
the  conditions  no  longer  warranted  such  harsh  measures, 
the  Money  Committee  relinquished  their  control  January  10, 
1919.   At  this  time  the  committee  published  three  general 
conclusions  which  they  had  reached. 

1.  "That  the  control  of  the  Stock  Exchange  committee 
may  for  the  present  be  suspended. 

2.  That  the  Stock  Exchange  authorities  be  requested 
to  continue  to  receive  from  the  members  of  the  Exchange 
daily  reports  of  their  borrowing  until  after  the  next 
Liberty  Loan  is  placed. 

3.  That  the  definite  arrangement  made  with  a  large 
group  of  New  York  banks  for  furnishing  funds  for  Stock 
Exchange  loans,  if  and  as  required,  should  itow  be  ter- 
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minated."   As  a  result  the  Money  Market  waa  released 
entirely  from  the  control  of  the  Money  Committee  and 
the  Stock  Exchange  took  its  affairs  into  its  own  hands. 

It  was  at  this  time  in  the  history  of  the 
Money  Market  that  the  "money  post"  was  done  away  with^ 
and  the  money  desk  substituted  for  it.   The  functions 
of  this  money  desk  will  be  fully  d«alt  with  when  the 
third  period  in  the  history  of  the  Money  Market  is  dis- 
cussed.  The  reasons  for  its  inauguration' as  a  substi* 
tute  for  the  money  post  should,  however,  be  given  here. 
When  the  Money  Committee  took  control  of  the  loan  ac- 
count of  the  Money  Market,  they  naturally  found  it 
necessary  to  get  figures  concerning  demand  and  supply. 
They  wished  to  know  whether  or  not  the  banks  were  all 
furnishing  the  funds  allotted  to  them  and,  on  the  other 
hand,  they  wished  to  know  what  brokers  were  borrowing  money 
and  to  make  sure  that  no  broker  was  able  to  obtain  more 
than  his  share  of  los-ns.   The  money  post  did  not  offer  the 
facilities  for  any  such  registration  of  lenders  and  bor- 
rowers, consequently,  the  money  desk  with  its  clerk  was 
substituted  to  serve  this  purpose.   After  the  dissolution 
of  the  Money  Coxmittee,  it  was  found  that  this  desk  had 
proved  so  satisfactory  that  it  was  decided  to  keep  it  in 
operation  and  to  abandon  entirely  the  old  money  post. 

As  the  Money  Committee  had  complete  control 
over  the  demand  and  supply  of  money,  it  is  obvious  that 


-36- 
they  also  possessed  8  complete  control  of  the  rates  at 
which  this  mone^  was  loaned.   There  was  no  reasan  at  all 
for  a  borrower  to  bid  high  rates  for  call  money,  because 
he  was  not  allowed  to  inal;e  loans  exceeding  the  amount  es- 
tablished by  the  Committee  as  a  limit,  and  he  was  always 
assured,  on  the  other  hand,  that  he  would  be  able  to  get 
funds  to  the  amount  which  the  Comniittee  had  fixed  as  his 
limit.   Thus  all  elements  of  competition  for  the  use  of 
money  were  eliminated,  because  this  was  a  period  in  which 
money  was  rationed  just  as  any  other  commodity  might  be 
during  a  period  of  war. 

In  conslusion  it  should  be  noted  that  there 
was  not  yet  any  clearing  house  for  loans,  so  that  during 
this  period  loans  were  terminated  and  made  between  the 
borrowing  houses  and  the  lending  institutions  in  the 
same  way  as  during  the  first  period  which  has  already 
been  discussed.   The  rates  at  whicli  money  was  loaned  were 
not  decided  freely  by  the  lender  and  borrower,  but  were 
virtually  fixed  by  the  Money  Committee  through  its  con- 
trol of  demand  and  supply. 

III. 
New  Yori(  Money  Martet  as  it  Operates  at  Present. 
The  third  period  in  the  history  of  the  New 
Yori  Money  Market  begins  in  January  1.919.   There  are 
many  points  of  difference  in  the  organization  of  the 
?/oney  Market  as  it  exists  now  and  as  it  existed  before 
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the  War.   But  the  actual  point  of  departure  is  the  money 
desL  on  the  floor  of  the  Exchange.   The  money  clerk  in 
charge  may  be  said  to  register  the  demand  for  and  the 
supply  of  money.   Banks,  after  the  business  day  ojens, 
estiitate  the  money  available  for  the  money  market  and 
then  call  up  their  broker,  who  represents  then  ux^on  the 
floor  of  the  Exchange  and  state  to  hir:  what  money  they 
wish  to  loan  upon  the  market  and  at  what  rate  they  are 
willing  to  loan  it.   If  their  daily  balance  is  larger 
than  usual  they  may  have  some  fresh  funds  to  loan  but 
if   on  the  other  hand,  their  statement  shows  that  they 
have  a  debit  with  the  Clearing  House,  they  may  call  in 
sone  cf  their  outstanding  call  loans.   This  calling  of 
loans  is  done  by  the  bank  itself,  however,  and  not  by 
their  broker  on  the  floor  of  the  Exchange. 

After  the  broker  has  received  this  money  which 
is  to  be  loaned,  he  goes  over  to  money  desk  and  tells 
the  clerk  there  what  funds  he  has  and  at  what  rate  they 
are  to  be  loaned.   The  rate  is  either  a  fixed  rate,  for 
example,  five  percent,  pr  the  bank,  as  is  generally  the 
case,  may  give  the  broker  orders  to  loan  its  money  at 
the  market  rate,  whatever  that  rate  may  be.   By  this 
method  all  the  money  available  for  the  call  money  market 
on  the  Exchange  is  registered  at  the  money  desk.   The 
clerk  sets  down  in  his  entry  book  the  various  amounts  of 
money,  the  rates  at  w^iich  these  amounts  will  be  loaned 
and  also  the  names  of  the  brokers  who  are  intrusted  with 
loaning  these  various  amounts. 
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After  the  market  opens, the  broker  who  wishes 
to  borrow  goes  to  the  money  desk  and  asks  the  clerk  what 
money  is  available,  who  is  handling  it  and  at  what  rate 
it  is  to  be  loaned.   If  the  conditions  do  not  satisfy  him, 
if,  for  example,  the  rate  seems  too  high,  be  may  leave  an 
entry  for  the  clerk  to  ma} e  in  his  took  —  that  he  desires 
to  borrow  a  certain  amount  of  money  at  a  certain  rate  of 
interest;  but  if  he  thinks  the  money  already  offered  is 
satisfactory,  he  will  obtain  from  the  clerk  the  name  of 
the  broker  who  has  the  money  to  lend,  or  several  names  if 
he  so  desires,  and  he  will  hunt  out  these  brokers  on  the 
floor  of  the  Exchange.   At  this  point  the  clerk  drops  out 
of  the  transaction  entirely,  he  has  done  his  part  of  the 
work  in  giving  the  information  above  mentioned,  and  hhe 
next  step  in  the  making  of  the  loan  concerns  only  the 
borrowing  and  lending  brokers.   When  the  borrower  finds 
the  lender  he  wishes,  he  states  how  much  money  he  desires 
to  obtain  and  what  rate  he  wishes  to  pay.   If  the  rates 
are  satisfactory  to  both  parties,  they  agree  to  Fiske  the 
loan,  or  there  may  take  place  a  small  compromise  as  tb  the 
rate  on  account  of  some  differences  of  opinion.   When  the 
first  loan  is  made  in  the  morning  the  market  rate  is  es- 
tablished.  This  loan  is  reported  to  the  money  desk  by 
the  broker  who  has  left  his  name  with  the  clerk  and  has 
since  either  made  a  loan  to  someone  elsd  or  secured  a 
loan.   The  clerk  then  posts  the  rate  of  the  loan  on  the 
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wall  bacV  of  the  deal-  under  the  aign  "market  rnte".  Of 
course,  when  a  new  losn  is  msde  at  a  subsequent  and  dif- 
ferent rate,  the  clerk  takes  down  the  old  market  rate  and 
posts  the  new  rate  at  which  the  last  loan  vas    made. 

After  this  much  of  the  transaction  ha3  been 
completed  by  the  borrowing  and  lendinfj  brokers  upon  the 
floor  of  the  Exchange,  they  both  have  accomplished  all  they 
have  to  do  in  making  the  loan.   At  this  time  the  lending 
broker  reports  to  the  lending  institution  to  whom  its 
funds  have  been  loaned  and  the  rnte  at  which  they  hsve  been 
loaned,  while  the  borrowing  broker  sends  a  similar  report 
of  the  loHn  to  his  office.   These  reports  are  only  memoran- 
da snd  are  unsigned.   This  terminetes  that  part  of  the  ma- 
king of  the  loan  which  tske^  piece  upon  the  floor  of  the 
Exchange.   What  remains  is  for  the  borrov/ing  house  to 
deliver  the  security  collateral  to  the  lending  institution 
snd  to  obtsin  the  funds  from  the  lender,  but  the  brokers 
upon  the  floor  have  nothing  to  do  with  that  part  of  the 
t ran  sa  ct ion . 

Thus  far  in  the  discussion  the  main  point  of 
difference  between  the  present  system  used  and  the  system 
used  before  the  War  is  the  way  in  which  the  borrower  and 
lender  get  in  touch  with  one  enother  and  the  manner  in 
which  each  is  able  to  judge  the  general  trend  of  the 
Money  Market.   It  is  a  far  superior  orgsn  i?;ati  on  to  the 
old  money  post,  and  saves  a  great  amount  of  time  and 
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trcuble  for  all  the  parties  concerned.   Nejtlier  the 
borrower  nor  the  lender  is  compelled  to  stay  at  a 
certain  post  on  the  floor  and  bid  or  offer  money.   The 
loans  are  quietly  made  after  the  conditions  have  been 
observed  and  much  of  the  former  confusion  and  excite- 
ment which  was  characteristic  of  the  ''money  crowd"  are 
in  this  way  avoided. 

Briefly  stated,  the  renewal  rate  may  now  be 
said  to  be  that  rate  at  which  the  largest  borrowers 
and  lenders  of  money  on  call  agree  to  renew  their  loans 
for  the  day.   But  the  present  purpose  is  to  examine 
exactly  how  this  rate  is  agreed  upon.   Shortly  after  the 
business  day  opens  and  after  the  banks  have  gotten  their 
clearing  house  statements,  so  that  they  know  approxi- 
mately how  they  stand  for  the  day,  the  Stock  Clearing 
Corporation,  the  functions  and  organization  of  which  will 
be  explained,  calls  up  the  largest  lending  institutions, 
which  will  number  about  fifteen,  and  asks  them  what  they 
thinV  the  proper  renewal  rate  should  be  upon  call  loans 
for  the  day,  and  how  much  money  is  available.   When  the 
different  opinions  of  the  largest  lenders  have  feeen  as- 
certained as  to  what  the  renewal  rate  should  be,  the 
brokers  upon  the  floor  of  the  Exchange,  who  are  going 
to  be  the  largest  borrowers,  are  questioned  as  to  what 
rate  they  are  willing  to  pay  for  money  and  what  their 
needs  for  money  will  be  for  the  day.   From  these  two 
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sources,  the  Stock  Clearing  Corporation  is  able  to  get 
a  very  accurate  report  as  to  what  the  supplj  of  money 
will  be  for  the  day,  and  also  what  the  needs  v.'il3  be 
upon  the  demand  side  of  the  Money  Market.   The  Stock 
Clearing  Corporation  tales  into  consideration  what  the 
conditions  were  in  the  previous  day  of  business  and  how 
much  money  was  offered  which  was  not  taken.   There  will 
always,  except  in  tiires  of  panic,  be  some  money  offered 
which  is  not  taken  on  account  of  the  fact  that  a  few 
allotments  of  money  will  be  sent  to  the  market  to  be 
placed  at  a  rate  which  the  borrower  considers  too  high 
and  also  at  a  rate  which  will  be  under-bid  by  all  other 
lending  institutions.   Each  loan  made  through  the  day 
is  reported  to  the  Stock  Clearing  Corporation  and  the 
rate  at  which  the  loan  is  made.   All  changes  in  the  rate 
are  also  reported  as  they  occur.   At  different  times 
during  the  day  they  get  reports  from  the  floor  as  to  what 
money  is  offered,  at  what  rate  it  is  offered,  and  how 
much  money  has  been  taken.   Thus  they  literally  have 
their  hand  continually  upon  the  pulse  of  the  Money  Market. 
Moreover,  they  get  reports  of  all  sales  in  the  stocks 
upon  the  Exchange,  and  these  sales  amount  to  about 
ninety-two  percent  of  all  sales  taking  place  in  New  York. 
This  gives  them  an  opportunity  to  keep  accurate  figures 
as  to  the  general  trend  of  market  prices,  which  is  a  veyy     [ 
good  way  of  determining  how  much  money  the  market  is  likely   | 
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to  absorb  in  the  immediate  ^'uture. 

The  Stoci  Clearing  Corporation  Veeps  a 
most  interesting  and  instructive  chart  which  shows  the 
average  rate  at  which  money  is  loaned  upon  the  Exchange 
each  day,  ir.  conjunction  with  the  call  renewal  rete  for 
the  day.   From  this  chart  the  Steele  Clearing  Corporation 
is  able  to  tell  how  nearly  the  renewal  rate  cSoincides 
with  the  average  rate  upon  all  call  loans  made  upon  the 
floor.   They  can  thus  see  at  a  glance  what  the  general 
trend  of  the  price  for  money  is,  and  ff.ay  adjust  their 
renewal  rate  with  it.   Thus,  if  the  renewal  rate  runs 
slightly  above  the  average  rate  for  all  loans  made  during 
the  day,  all  other  factors  remaining  equal,  the  renewal 
rate  will  be  dropped  slightly  the  next  day,  so  as  to  co- 
incide as  closely  as  possible  with  this  average  rate.  It 
would  be  well  to  give  here  a  list  of  some  of  the  most  im- 
portant factors  which  affect  the  Call  Money  Market  and 
which  must  be  taken  account  of. 

Bank  Clearing  Weekly, 

Withdrawals  by  the  Federal  Reserve  Bank. 

Federal  Reserve  Bills  Bought  in  Open  Market. 

Federal  Reserve  Shiftings. 

Foreign  Exchange  Rates. 

Time  I/oney. 

Average  Rate  of  Call  Woney  During  the  Day. 

Gold  Importation. 
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Renewal  Rate. 

Government  Financing.    (Dates  Ahead.) 

Syndicate  Payment.       (Dates  Ahead.) 

New  Stock  and  Bond  Subscriptions.   (Dates  Ahead.) 

City  and  State  Bond  Issues. 

Reorganisation  Payments. 

Payments  for  Rights.     (Dates  Ahead.) 

Prices  of  Commodities. 

Course  of  Stock  Market — Strength  or  Weakness — Volume 

of  Sales. 

Discount  Call  Money  Market. 

Acceptance  Market. 

Federal  Reserve  Discount  Rate. 

Federal  Reserve  Volume  Discount. 

Bank  of  England  Rate. 

Foreign  Situation. 

Course  of  the  Bond  Market. 

Crops  Moving. 

Clearing  House  Bank  Statement. 

All  these  factors  hsve  bearing  either 
directly  or  indirectly  upon  the  rate  for  call  money 
upon  the  Money  Market. 

With  this  available  data,  giving  as  com- 
plete a  picture  as  is  obtainable  of  the  various 
forces  operating  upon  the  sides  of  demand  and  supply, 
the  renewal  rate  is  fixed  for  the  day  by  the  Stock 
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Clearing  Corporation  ir  conjunction  v/ith  some  merrbere 
of  the  governing  committee  of  the  Stock  Exch&nge.  This 
rate  is  so  accurately  and  justly  fixed  that  it  is  fol- 
lowed by  most  all  borrowers  and  lenders  of  money  upon 
the  Stock  Exchange  Money  Market.   The  reason  for  the 
general  acceptance  of  this  rete  is  because  of  the  fair- 
ness and  skil.!  with  which  it  is  fixed.   Fairness  and 
skil]  is  attained  by  the  information  which  the  Stock 
Clearing  Corporation  has  concerning  the  Money  Market. 

It  is  to  be  remembered  that  this  renewal 
rate  is  not  binding  or  compulsory  upon  al]  borrrowers 
or  lenders.   If  any  borrower  considers  that  the  rate 
is  too  high  he  may  call  his  loan  and  attempt  to  make 
it  outside  the  Stock  Exchange  at  a  lower  rate.   The 
same  thing  is  true  of  the  lender  who  thinks  that  he  is 
not  receiving  enough  for  his  money;  he  msy  call  in  his 
loans  and  try  to  make  them,  at  a  figure  higher  than  the 
market  rate,  or  he  may  withdraw  them  from  the  Money 
Market  altogether  and  invest  them  in  something  else,  as 
often  happens  in  the  dase  of  out-of-town  banks  who  only 
lend  money  upon  the  Money  Market  when  they  find  high 
rates  of  interest  to  attract  their  funds. 

The  call  loan  does  not,  strictly  speaking, 
last  for  just  twenty-four  hours,  and  if  -the  borrower 
does  not  pay  off  his  loan  within  exactly  this  limit  of 
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time  he  is  not  compelled  to  pay  interest  for  another 
day.   If,  for  example,  a  broker  obtains  a  loan  at  ten 
o'clock  in  the  morning,  when  the  market  first  opens; 
he  may  T/ait  until  after  tae  renewal  rate  is  posted 
for  the  next  morning  before  he  decides  whether  he 
wishes  to  keep  the  loan  made  on  the  Stock  Exchange, 
or  if  he  would  prefer  to  pay  off  this  loan  with  the 
purpose  of  attempting  to  make  the  loan  outside  the 
Stock  Exchange  at  a  lower  rate.   As  a  consequence, 
brokers  have  the  advantage  of  being  able  to  look  over 
the  different  money  markets  in  New  York  before  they 
decide  whether  they  will  continue  their  present  loans 
or  whether  they  wish  to  change  them.   The  broker  is 
supposed  to  pay  off  his  loan  in  the  early  afternoon,  at 
the  latest,  if  he  does  not  expect  to  hold  it  and  pay 
interest  upon  it  for  the  current  day.   As  a  rule,  the 
brokers  decide  in  the  morning  whether  or  not  they  de- 
sire to  continue  their  loans,  so  that  the  bank  will 
have  better  opportunity  to  relend  the  money  elsewhere 
in  case  the  brokers  pay  off  some  of  their  loans.   In 
the  matter  of  termination  of  loans  it  seems  that  the 
advantages  are  with  the  broker  in  case  he  wishes  to 
make  use  of  them.   It  has  been  found  that  the  rate  is 
so  fairly  fixed  that  banks  end  borrowers  alike  almost 
invariably  follow  the  renewal  rate  as  it  is  established 
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from  day  to  day,  end  ordinarily  there  is  very  little 
shifting  of  loans  on  account  of  interest  rates. 

After  the  renewal  rate  has  been  thus  deterniined, 
it  is  posted  upon  the  wall  behind  the  money  desk  along 
side  of  the  then  prevailing  market  rate.   The  time  that 
it  is  posted  is  about  t  en:  f  orty-f  i  ve  ir.  the  morning. 
The  rate  then  stands  for  twenty-four  hours  as  the  re- 
newal rate  for  call  loans  end  does  not  change  until 
the  next  morning  when  it  is  again  determined  for  that 
day.   This  method  of  determining  the  renewal  rate  for 
call  loans  is  a  sharp  contrast  witli  the  method  used 
before  the  War.   There  was  formerly  none  of  the  or- 
ganization working  which  now  aids  in  a  just  determina- 
tion of  what  the  rate  should  be.   Formerly  it  was  de- 
termined individually  and  accorfiingly  different  lenders 
and  borrowers  had  different  view  as  to  what  the  market 
conditions  were.   It  was  impossible  for  any  individual 
lender  or  borrower  to  have  as  complete  a  knowledge  of 
the  conditions  affedting  demand  and  supply  as  is  now 
had  by  the  Stock  Clearing  Corporation,  where  all  the 
data  is  assembled. 

Another  change  in  the  loan  market  is  the 
way  in  which  loans  are  now  cleared.   Now  that  an  ex- 
planation has  been  made  as  to  how  loans  are  made,  the 
next  point  is  to  see  what  differences  are  apparent  in 
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the  way  the  loan  is  handled  after  it  is  made  on  the 
floor  of  the  Exchange.   Earlier  in  this  chapter  it 
has  been  explained  that  loans  which  were  shifted  from 
one  bank  to  another  required  the  borrower  to  secure 
temporary  credit  for  a  few  hours  with  some  third  bank. 
This  has  now  been  made  largely  unnecessary  by  the  opera- 
tion of  the  Stock  Clearing  Corporation.   This  corpora- 
tion was  formed  in  1892,  but  the  clearing  of  loans  was 
not  inaugurated  until  1921.   Instead  of  the  one  branch 
which  formerly  existed  for  the  clearance  of  stocks  alone, 
it  has  now  been  divided  into  two  branches,  the  Kight 
Clearing  Branch  and  the  Day  Clearing  Branch.   The 
Night  Clearing  Branch  clears  only  stocks,  whereas  the 
Day  Clearing  Branch  clears  not  only  the  stock  balances, 
but  also  loans  based  upon  security  collateral.   This 
clearance  of  loans  has  made  the  certification  of  a  check 
by  a  third  bank  unnecessary  while  the  broker  is  shifting 
his  loan.   The  actual  clearing  of  loans  is  performed 
in  the  offices  of  the  Day  Clearing  Branch,  which  are 
in  the  basement  of  the  Stock  Exchange   Building.   A 
very  good  description  is  given  by  Mr.  Meeker  in  his 
book  "The  Work  of  the  New  York  Stock  Exchange."   He 
says  "Its  quarters  consist  of  a  single  large  room, 
fringed  upon  three  sides  by  rows  of  cages,  each  of 
which  is  occupied  by  a  representative  of  one  of  the 
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large  New  Yorl  bankirg  institutions  which  loan  money  on 
call.   The  center  of  the  room  is  occupied  by  a  hollow 
square  formed  by  ten  large  cases  in  which  the  accounts 
of  the  Exchange  members  who  employ  the  Stoci  Clearing 
Corporation  are  kept.   Inside  this  square  are  the 
managerial  offices  of  the  Day  Clearing  Branch.   In  the 
corner  of  the  room  is  a  separate  cage  for  the  distribu- 
ting department  with  a  special  entrance  on  Broad  Street 
for  the  messengers  of  clearing  members  who  come  to  de- 
liver the  tickets  employed  in  the  work  of  the  clearance. 
The  two  main  entrances  to  the  Day  Clearing  Branch  on 
Eroad  end  on  New  Streets  are  closely  guarded  and  the 
whole  office  is  equipped  with  the  most  modern  and  complete 
protective  devices."   The  booths  around  the  walls  are 
twenty-nine  in  number  and  thus  only  twenty-nine  lending 
institutions  can  at  present  participate  in  the  clearance 
of  loans.   This  lack  of  space  will,  however,  be  overcome 
when  the  large  extension  to  the  Stock  Exchange  Building 
is  completed.   The  members  of  the  Stock  Clearing  Cor- 
poration are  divided  into  two  classes,  the  one  class  are 
"clearing  members"  who  usually  appear  in  the  market  as 
borrowers  and  the  other  class  are  the  "lending  membera*. 
These  lending  members  pay  no  charges  to  the  Stock  Clearing 
Corporation  and  do  not  own  nny  of  its  stock.   The  whole  of 
the  stock  of  the  corporation  is  owned  by  the  New  York 
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StocV  Exchange.   The  expenses  of  the  corporation  are  en- 
tirely paid  by  a  clearance  charge  upon  the  money  velue 
of  the  stocks  cleared. 

When  the  borrower  and  lender  upon  the  floor  of 
the  Exchange  have  both  sent  their  memoranda  to  their  re- 
spective offices  situated  some  place  in  the  city,  the 
following  routine  is  gone  through,  providing,  of  course, 
that  both  the  borrowing  house  and  the  lending  institution 
are  represented  in  the  Day  Clearing  Branch  of  the  Stock 
Clearing  Corporation,   The  borrower  makes  out  a  form  in 
quadruplicate  with  the  clearing  number  of  his  house  at  its 
head.   This  form  is  called  the  new  loan  agreement.   This 
agreement  contains  a  formal  statement  setting  forth  that 
the  lender  has  agreed  to  loan  the  borrower  a  certain 
amount  of  money  at  a  certain  interest  rate.   This  is  fol- 
lowed by  an  itemized  list  which  gives  the  names,  the 
prices  and  the  number  of  shares  of  the  various  securities 
which  are  put  up  as  security  collateral  against  the  loan. 
The  borrower  then  sends  these  four  forms  around  to  the 
lender,  and  the  lender  at  this  point  examines  the  list 
of  securities  given  as  collateral  and  passes  judgment 
as  to  whether  or  not  they  are  satisfactory  to  him.   If 
they  are  not  satisfactory  he  will  call  upon  the  borrower 
to  substitute  some  other  securities  which  will  be  ac- 
ceptable to  him.   After  this  point  has  been  settled,  the 
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lender  takes  two  of  the  loan  agreements  for  his  own  use 
and  returns  two  of  them,  signed  by  him,  to  the  repre- 
sentative of  the  borrower. 

The  borrower  then  sends  these  two  signed  forms 
to  the  StocV  Clearing  Corporation,  having  them  delivered 
at  the  particular  booth  in  the  center  of  the  room  where 
his  account  is  kept.   Thus  the  borrower  notifies  the 
Stock  Clearing  Corporation  that  it  is  to  act  in  raking 
a  loan  for  him.   The  lender  then  sends  his  representative 
around  to  the  Stock  Clearing  Corporation  with  the  two 
forms  of  the  loan  agreement  which  have  been  given  to  him 
by  the  borrower  and  with  a  check  for  the  amount  cf  the 
loan,  which  is  made  out  to  the  Stock  Clearing  Corporation 
for  the  account  of  the  borrower.   The  lender  then  se- 
cures the  collateral  for  the  loan  from  the  Stock  Clearing 
Corporation  and  has  only  to  see  that  the  securities  givai 
him  are  identical  with  those  which  appear  upon  the  loan 
agreement.   These  securities  will  have  been  deposited 
by  the  borrower  with  the  Stock  Clearing  Corporation  if 
they  have  not  already  been  deposited  there  before  by 
some  previous  lender  whom  this  same  borrower  has  ear- 
lier in  the  day  settled  with  for  the  amount  of  the  loan. 

The  whole  operation  then  ends  with  the 
crediting  of  the  checl-  to  the  account  of  the  borrower. 
The  lender  has  now  secured  his  collateral  and  the  bor- 
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rower  has  secured  the  amount  of  his  loan.   One  point 
worthy  of  observation  is  that  these  new  loan  agreements 
are  necessarily  made  through  the  Stock  Clearing  Cor- 
poration only  up  to  two: forty-five  p.m.,  after  which 
time  the  lender  raay  insist  that  they  be  made  "ex", 
which  means  that  they  must  be  done  in  the  old  way  before 
the  operation  of  this  Day  Clearing  Branch.   In  this  case 
the  collateral  for  the  loan  is  transferred  directly  from 
the  borrower  to  the  lender  and  is  not  held  at  all  by 
thf»  Stool  Clearing  Corporation.   This  results  in  the 
old  necessary  evil  of  the  borrower's  obtaining  credit 
from  another  bank  on  his  promissory  note  so  that  he  may 
be  able  to  transfer  his  securities  from  the  banl<  calling 
his  loan  to  the  bank  making  his  new  loan. 

Old  loans  are  paid  off  through  the  Stock 
Clearing  Corporation.   A  call  lean,  as  said  before,  may 
be  terminated  in  either  of  two  waysj  it  may  be  called 
by  the  lender  or  the  borrower  may  notify  the  lender  that 
he  wishes  to  pay  off  his  loan.   In  either  case  this  no- 
tification is  given  directly  between  the  borrower  and 
lender  and  it  is  to  be  remembered  that  no  loans  sre 
called  after  twelve:  fifteen .   This  is  en  unwritten  law 
of  the  Exchange  and  is  observed  for  the  purpose  of 
preventing  a  general  scramble  for  mon6>  Ifte  in  the  day. 

The  borrower  who  is  paying  off  his  loan  through 
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the  Stock  Clearing  Corporation,  of  which  he  must  be  a 
rcember  to  enjoy  this  privilege,  fills  out  a  quadruplicate 
form  which  is  much  the  same  as  that  used  in  making  s  new 
loan.   Three  of  these  forms  he  signs  and  these  three  forms 
are  used  in  paying  off  the  loan.   The  form  contains,  as 
does  that  for  making  new  loans,  the  amount  of  the  loan, 
the  interest  and  the  list  of  securities  with  their  prices  , 
and  the  number  of  shares  of  each.   The  borrower  also  fills 
out  a  memorandum  making  the  amount  of  the  loan  and  the  in- 
terest payable  to  the  lender.   This  memorandum  has  no  use 
as  a  check  until  it  is  signed  by  the  Stock  Clearing  Cor- 
poration . 

These  three  forms  are  sent  to  the  lender  by  the 
borrower  and  the  lender  detaches  one  of  them,  returning 
the  other  two  to  the  borrower's  representative  who  de- 
livers them,  together  with  the  memorandum,  to  the  Day 
Branch  of  the  Stock  Clearing  Corporation.   The  lender 
then  sends  the  loan  envelope  containing  the  securities, 
which  were  collateral  for  the  loan,  to  the  Day  Clearing 
Branch,  where  they  are  presented  at  the  cage  where  the 
borrower's  account  is  kept.   The  contents  of  the  envelope 
are  compared  with  the  list  of  securities  on  the  face  of 
the  form  which  hes  already  been  delivered  by  the  borrower. 
If  these  two  lists  agree,  the  clerk  keeps  the  securities 
and  credits  them  to  the  account  of  the  borrower.   A 
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representati ve  of  the  Stock  Clearing  Gorporstion  then 
fills  out  the  memorandum  with  his  signature  and  the 
designation  of  the  bank  at  which  it  is  to  be  presented 
for  payment.   The  bank  designated  may  be  any  of  the 
banks  of  the  city  in  which  the  Stock  Clearing  Corporation 
keeps  funds  deposited  for  these  clearings. 

If  the  borrower  wishes  to  withdraw  any  of 
the  securities  held  by  the  Stock  Clearing  Corporetion, 
he  is  allowed  to  do  so  providing  that  the  amount  with- 
drawn does  not  exceed  the  amount  of  his  credit  with  the 
Corporetion,  and  that  he  either  establishes  other  cre- 
dits or  sends  the  Corporation  a  certified  check  for  the 
amount  before  two  hours  has  elapsed.   In  the  event  that 
the  borrower  withdraws  more  securities  than  the  amount 
of  his  credit  he  must  forthwith  deposit  with  the  Stock 
Clearing  Corporation  a  certified  check  for  that  amount 
which  his  withdrawals  exceed  his  credit.   The  securi- 
ties may  be  withdrawn  from  the  Stock  Clearing  Corpore- 
tion by  the  borrower  at  the  end  of  the  day  after  his 
account  with  the  Corporation  has  been  balanced  for  the 
day. 

In  the  way  just  described  loans  are  now  made 
and  cleared  through  the  Stock  Clearing  Corporation.  The 
great  saving  in  the  number  of  checks^ drawn,  which  is 
made  possible  by  the  Night  Clearing  Branch  is  a  result 
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of  ttie  fact  that  the  members  of  the  Stock  Clearing 
Corporation  merely  clear  balances  under  the  present 
system,  v/hereas  they  formerly  were  forced  to  secure 
credit  and  give  checks  for  every  individual  sale. 
Before  the  inauguration  of  the  clearing  system, 
brokers  were  forced  to  make  a  great  many  deliveries 
of  stocks  around  the  city  and  also  found  it  neces- 
sary to  draw  separate  checks  for  the  majority  of  the 
individual  sales  of  securities.   Of  course  there  was 
a  certain  amount  of  informal  clearing  which  went  on 
before  the  present  system  was  put  into  operation,  but 
it  was  not  at  all  organized  and  very  far  from  univer- 
sal.  Under  the  present  clearing  system,  the  members 
do  not  make  individual  deliveries  of  stock  sales,  as 
was  the  case  formerly,  but  they  settle  up  their  ac- 
count with  the  Stock  Clearing  Corporation  at  the  end 
of  each  business  day.   If  they  end  the  day  with  a 
debit,  they  must  remit  a  check  to  the  Corporation  for 
its  amount;  if  they  end  the  day  with  a  favorable 
balance,  they  may  withdraw  the  amount  of  the  balance. 
It  is  easily  understood  that  such  a  system  as  the 
present  one  must  save  an  enormous  amount  of  credit 
and  cause  a  large  reduction  in  the  total  number  of 
checks  drawn.   It  would  now  be  impossible  for  the 
New  York  brokers  to  make  separate  deliveries  around 
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the  city  for  all  their  sales  because  of  the  greatly 
increased  number  of  transactions  in  late  years.   It 
is  probeble  that  the  day  would  not  be  long  enough  to 
finish  deliveries  for  one  day  before  it  became  time 
to  start  on  those  for  the  next,  if  there  were  not 
some  organized  clearing  house  for  these  transactions. 
It  has  been  estimated  that  this  nev<  method  of  clearing 
loans  and  stocks  saves  ninety-two  percent  in  the  total 
nunber  of  checks  drawn  and  sixty  percent  in  the  number 
of  certified  checks  drawn. 

In  conclusion  of  this  subject  which  concerns 
the  operation  of  the  Money  Market  on  the  New  York  Stock 
Exchange,  it  should  be  noted  that  the  present  system  of 
operation  differs  from  the  system  used  before  the  War 
in  three  major  respects. 

1.  The  money  desk  as  compared  with  the  old  money 
post . 

2.  The  method  of  determining  the  renewal  rate 
for  call  loans. 

3.  The  method  of  making  new  loans  and  clearing 
old  loans  through  a  clearing  house  for  that 
purpose  in  contrast  with  the  old  method  of 
certification  of  checks  based  upon  a  single 
name  paper  used  under  the  old  system. 
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CHAPTER  III 
VARIATIONS  IN  THE  DEMAND  AND  SUPPLY 
OF  FUNDS  IN  THE  NEW  YORK  CALL  MONEY  MARKET. 

1. 
The  Lack  pf_Any_  Control^  P.^QJ,.  ^y^I'P^y.  I'PP'.  P?P?T^A 

In  any  market  where  competition  is  absolutely 
free,  the  price  of  the  commodity  traded  in  is  determined 
by  the  laws  of  demand  and  supply.   This  statement  holds 
true,  of  course,  if  the  market  happens  to  be  one  in  which 
the  commodity  traded  is  money.   Consequently,  if  the  New 
York  Call  Money  Market  is  a  free  competitive  market,  the 
rate  of  interest  which  is  paid  on  call  loans  will  be  the 
result  of  the  relationship  which  exists  between  demand 
and  supplj.   As  soon  as  any  control  of  the  supply  of 
money  available  for  call  Joans  is  obtained,  the  call 
money  rate  paid  by  borrowers  would  cease  to  be  determined 
entirely  by  these  two  factors  of  supply  and  demand.  In 
event  there  existed  any  such  control  of  the  funds  which 
supply  the  Money  Market,  a  monopoly  would  result  on  the 
side  of  the  lenders  of  money  who  had  control  of  the 
market. 

The  claim  has  been  frequently  made  by  many 
that  some  control  existed  in  the  New  York  Money  Market 
and  that  the  rates  charged  for  call  loans  were  manipulated 
for  the  benefit  of  those  who  were  in  control  of  the  Market, 
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There  have  been  investigations  of  the  conditions  and  one 
of  the  best  known  of  these  was  that  of  the  Pujo  Committee. 
This  was  8  Congressional  committee  which  investigated  the 
matter  es  to  whether  or  not  there  existed  a  money  trust 
in  New  York  City.   Their  conclusions  on  the  subject  were 
somewhat  vague  and  although  they  seemed  to  thinl<  that  such 
a  trust  might  exist^  they  never  found  that  it  actually 
operated . 

It  is  the  belief  of  the  writer  that  there  is 
no  control  ir.  the  Money  Market  which  could  be  said  to  have 
any  command  over  the  supply  of  funds  or  the  rate  of  in- 
terest.  This  belief  is  based  upon  the  following  facts: 

1.  There  is  no  limitation  upon  borrowers  to  obtain 
funds  in  any  one  market. 

2.  There  is  no  control  of  the  supply  of  funds  which 
is  available  for  cell  loans  in  the  Money  [i/larket. 

5.   The  renewal  rate  as  determined  by  the  Stock 
Clearing  Corporation  and  the  Governing  Committee  of  the 
Stock  Exchange  is  closely  followed  only  in  the  Money 
Market  on  the  floor  of  the  Stock  Exchange.   It  is  not  so 
closely  followed  by  the  outside  money  markets,  because 
in  these  markets  there  are  many  individual  agreements 
between  borrowers  and  lenders  as  to  what  the  rate  shall 
be. 

Each  of  these  three  facts  have  an  important 
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bearing  upon  the  discussion  as  to  whether  the  Money 
Market  is  a  free  market,  or  s  controlled  one. 
The  existence  of  three  distinct  money  markets,  in  which 
borrowers  mny    seek  funds,  or  in  which  lenders  msy  offer 
them,  gives  the  lenders  no  means  of  controlling  the  sup- 
ply of  monoy.   Unless  this  supply  can  be  controlled  and 
the  borrovor  compelled  to  obtain  his  funds  in  one  market 
v?here  the  supply  is  controlled,  there  is  no  way  of  limit- 
ing the  amount  of  money  which  will  be  invested  in  call 
loans.   Even  if  the  renewal  rate  fere  compulsory  on  all 
lenders  end  borrowers  in  the  Money  Market  on  the  floor  of 
the  Exchange,  this  could  not  have  e.ny  serious  effect  on 
the  Money  Market  as  a  whole.   If  the  rate  were  fixed  too 
high,  that  is  higher  than  justified  by  business  nnd  bank- 
ing conditions,  two  things  v/ould  happen.   First,  borrowers 
would  reduce  the  amount  of  their  loans  in  this  market  and 
would  seek  funds  outside  the  Stock  Exchange.   In  the  se- 
cond place,  more  funds  would  be  sent  for  investment  in 
Stock  Exchange  loans  than  there  would  be  demand  for,  with 
the  result  that  part  of  these  funds  would  not  find  in- 
vestment in  the  Money  Market.   When  banks  find  that  their 
funds  remained  idle,  they  would  either  offer  them  at  a 
lower  rate  outside  the  Market  on  the  floor,  or  vithdraw 
them  altogether.   Whenever  the  renewal  rate  is  not  de- 
termined at  the  figure  justified  by  demand  ^nd  supply,  the 
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result  is  seen  in  the  incre?)se  of  the  turnover  in  the 
losns.   Thus,  if  the  rate  is  too  high,  there  will  be  a 
withdrawf.l  of  some  borrowers  ^vho  will  secure  funds  else- 
where; on  the  other  hand,  if  the  renewal  rate  is  too  lov;, 
banks  rill  vrithdrav;  part  of  their  funds  and  lend  them 
either  in  the  outside  money  market,  or  invest  them  in 
something  else. 

The  freedom  which  lenders  have  as  to  the  amount 
of  money  they  shall  lend  and  in  what  market  they  shall  lend 
it  seems  to  prove  conclusively  that  there  is  no  control 
over  supply.   If  there  existed  some  limitation  upon  the 
amount  of  funds  v;hich  outside  banks  send  to  New  York  es 
deposits  and  to  be  loaned  on  the  Money  Market,  some  con- 
trol might  be  exercised  by  pressure  being  put  upon  the 
New  York  banks,  perhsps  by  the  Federal  Reserve  Bank  of 
the  district.   But  the  liberty  which  out-of-town  banks 
possess  as  to  what  amount  of  money  they  shall  invest  in 
the  Money  Market  makes  it  virtually  impossible  to  exercise 
any  control.   New  York  banks  encourage  the  country  banks 
to  send  their  funds  to  New  York,  because  of  the  profits 
which  they  make  on  the  balances  which  these  banks  keep  in 
New  York.   They  pay  the  country  banks  a  rate  of  interest 
which  is  small  enougli  to  allow  them  to  re-lend  the  money 
in  either  cfll  or  time  losns  at  a  good  profit.   Country 
banks  find  it  advantageous  to  keep  these  balances,  because 
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of  the  fact  that  their  own  customers  sometimes  "iBh  to 
obtain  checks  on  New  York  banks.   Furthermore,  they  are 
allowed  to  send  funds  to  be  loaned  on  the  Money  Market 
if  they  have  a  balance  in  a  New  York  b5.nk .   This  uncon- 
trolled scheme  of  out-of-town  money  plays  a  lai^e  part  in 
the  Money  Market  as  will  be  shown  later,  and  New  York 
banks  blame  country  banks  for  a  great  part  of  their  fin- 
ancial troubles,  v;hich  they  claim  are  the  result  of  sudden 
withdrawals  by  the  country  banks  of  their  aupport  of  the 
Money  Market. 

There  is  also  an  absence  of  any  control  which 
is  exercised  as  to  the  amount  vrhich  may  be  borro77ed  by 
any  broker,  provided  he  has  the  necessary  collateral  to 
put  up  on  his  borrovjings,  and  provided  this  collateral 
ia  sat  isf  s  ctcrry  to  the  lender.   Naturally,  there  is  a 
limitation  upon  the  amount  of  funds  which  brokers  can 
secure  upon  their  personal  credit,  but  there  is  no 
limitation  upon  the  amount  of  call  loans  which  may  be 
secured  with  satisfactory  collateral. 

There  was  one  period  in  the  history  of  the 
Money  Market  -A'hen  it  was  under  control,  and  that  was 
during  the  supervision  of  the  Money  Market  by  the  Money 
Committee.   This  period  we^s  discussed  in  the  last 
chapter,  and  it  is  evident  that  in  order  to  exercise 
an  effective  control  the  Money  Committee  found  it  necessary 
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to  be  able  to  literally  peg  the  Market.   That  is  to 
say,  the  supply  of  funds  was  absolutely  fixed  and  the 
demand  for  these  funds  was  fixed  by  the  provision  that 
no  broker  should  be  able  to  increase  the  amount  of  his 
loans  above  a  certain  predetermined  figure.   As  a  re- 
sult of  these  limitations,  there  was  no  necessity  of 
fixing  the  call  money  rate.   There  was  no  advantage  in 
bidding  large  rates  of  interest  because  a  certain  amount 
of  money  was  guaranteed,  and  no  more  was  allowed  under 
any  conditions.   With  supply  and  demand  in  control,  the 
rate  will  take  care  of  itself.   On  the  other  hand,  a  con- 
trol of  the  rate  without  any  control  of  demand  and  supply, 
would  not  be  an  effective  control  at  all  times.   It  might 
be  effective  if  borrowers  and  lenders  were  forced  to  se- 
cure their  funds  in  one  market,  but  not  when  there  exists 
an  outside  market  which  is  not  under  control  in  respect  to 
rates . 

In  conclusion  it  is  a  question  as  to  whether 
any  control  of  the  Money  Market  is  desirable.   There 
would  be  certain  advantages  which  would  result  from  such 
control,  but  whether  or  not  it  would  be  tolerated  in 
normal  times  is  doubtful.   It  was  a  very  good  war  measure 
and  the  result  was  that  call  money  rates  did  not  get 
above  seven  per  cent  during  the  whole  time  that  the  Money 
Market  was  under  the  control  of  the  Money  Committee. 
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If  there  had  been  no  control,  undoubtedly  rates  would 
have  gone  very  much  higher,  in  spite  of  the  credit  facili- 
ties of  the  Federal  Reaerve  System.   That  this  would  have 
been  the  case  is  proved  by  the  fact  that  after  control 
was  relinquished  by  the  Money  Committee,  rates  went  to 
fifteen  percent  and  even  to  thirty  percent  for  a  day  or  so 
in  November  1919.   Although  the  Federal  ReBorve  System  un- 
doubtedly lessens  the  financial  strain  in  the  Money  Mcrket, 
many  people  give  it  all  the  credit  of  keeping  call  money 
r&tes  down  during  the  World  War,  and  forget  the  very  im- 
portant part  which  the  Money  Committee  played. 

There  are  a  great  many  arguments  against  any 
such  control  in  normal  times.   Although  it  would  lessen 
the  probability  of  any  crises  occurring  in  the  Stock 
Market,  and  do  away  with  any  serious  financial  strain,  it 
would  limit  the  Market  more  than  would  be  advisable  if 
the  same  methods  were  used  as  during  the  last  period  of 
control.   It  v:ill  be  remembered  that  there  was  an  insis- 
tent demand  upon  the  side  of  brokers  and  bankers  alike 
that  the  supervision  of  the  Money  Market  should  be  done 
sway  with  after  the  necessity  for  it  as  a  war  measure  was 
no  longer  urgent.   Undoubtedly,  both  borro'Aiors  and  lenders 
would  prefer  to  take  some  slight  chance  of  loss  with  the 
chance  for  a  larger  gain  which  goes  with  entire  freedom 
of  the  Money  Market.  They  do  not  wish  to  have  everything 
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cut-and-dried.   Furthermore,  any  strict  limitations  have 
a  discouraging  effect  upon  industrial  expansion'.   In 
floating  new  issues,  corporations  depend  to  a  very  great 
extent  upon  the  Money  Market,  and  they  attempt  to  make 
these  floatations  at  times  when  there  appears  to  be  a 
boom  in  business  and  when  there  are  surplus  funds  seeking 
investment. 

There  would  be  a  large  amount  of  jealousy  and 
suspicion  attached  to  anyone  or  any  group  who  had  control 
of  the  Money  Market.   It  vrould  be  maintained  that  this 
group  manipulated  the  Money  Market  for  the  purpose  ot 
furthering  their  own  interosta.   Changes  in  the  condition 
of  the  Call  Money  Market  are  often  reflected  in  securities 
which  are  more  or  less  speculative  in  character.   A  rise 
in  the  rate  charged  for  call  loans  often  brings  about  a 
drop  in  those  stocks  which  are  bought  for  speculation  and 
most  of  which  are  held  on  margin.   The  reason  for  this  is 
that  the  rate  of  interest  is  such  a  large  factor  when  the 
speculator  is  borrowing  four  times  as  much  money  as  he  is 
investing,  that  he  may  feel  forced  to  sell  his  stock  and 
pocket  a  lost.   For  example,  if  a  man  buys,  on  margin,  one 
hundred  shares  of  stock  at  one  hundred  dollars  a  share,  he 
will  put  up  money  to  the  sum  of  about  two  thousand  dollars 
and  he  will  have  to  pay  interest  upon  the  other  eight 
thousand  dollars  which  the  broker  has  borrowed  for  him  in 
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order  to  purchase  the  stock.   It  is  evident  that  any  in- 
crease in  the  rate  of  interest  will  cause  the  speculator 
some  trepidation,  and  he  will  wonder  if  the  stock  will 
go  up  high  enough  to  pay  him  sufficiently  to  make  a  pro» 
fit.   On  the  other  hand,  a  decrease  in  the  call  money 
rate  has  a  tendency  to  stimulate  speculative  activity  be- 
cause of  the  lowe^  cost  of  carrying  securities  on  margin. 
There  is  some  difference  between  the  result  of  a  rise  in 
interest  rates  on  call  loans,  and  a  fall  in  these  rates 
in  relation  to  the  time  vhich  it  takes  for  the  result  to 
become  apparent.   ^n  increase  in  the  rate  has  an  almost 
immediate  reflection  in  the  prices  of  speculative  se- 
curities, whereas,  a  fall  in  the  call  money  rate  may  have 
no  immediate  effect.   The  reason  is,  of  course,  obvious. 
When  the  money  is  once  invested  the  speculator  withdraws 
it  at  the  first  sign  of  s.   weakening  market,  but  he  will 
not  be  so  eager  always  to  enter  into  the  purchase  of 
stocks,  even  if  the  call  money  rate  is  low. 

On  account  of  the  connection  which  exists 
between  the  New  York  Stock  Exchange  and  the  Money  Market, 
it  is  doubtful  if  any  person  in  s  group  could  possibly 
be  found  that  would  be  free  from  criticism  and  suspicion 
if  they  had  control  of  the  Money  Market.   It  would  be 
almost  impossible  for  anyone  in  possession  of  such  power 
not  to  exercise  it  in  favoring  his  own  interests.   It 
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TPOuld  hsrdly  seem  likely  that  the  power  would  be  used 
contrary  to  the  interests  of  tho^  concerned .   The  fix- 
ing of  the  renewal  rate  is  entirely  justifiable  and  is 
of  assistance  in  calculating  the  condition  of  the  Money 
Market,  but  the  fixing  of  demand  and  supply  would 
probably  never  be  tolerated  except  in  such  a  period  as 
the  World  War. 

2. 

Differences  as  a  .Result  of  the  Federal  Reserve 

S  jr  3  t^m . 


The  Money  Market  and  security  collateral  loans 
occupy  a  somewhat  different  place  in  the  eyes  of  the 
bankers  since  the  inauguration  of  the  Federal  Reserve 
System.   This  is  especially  true  in  the  case  of  out-of- 
town  bankers.   One  of  the  purposes  of  the  Federal  Reserve 
Act  was  to  lessen  the  dependence  of  the  out-of-town 
banks  upon  the  New  York  Money  Market  for  the  investment 
of  their  secondary  reserves.   One  of  the  provisions  of 
the  Act  was  that  no  deposits  in  New  York  banks  would  be 
allowed  to  be  counted  as  reserves. 

Under  the  National  Banking  Act  the  Money 
Market  was  the  recipient  of  all  those  surplus  funds  of 
the  country  banks  which  they  desired  to  invest  in  some 
liquid  form  which  they  could  count  upon  as  a  secondary 
reserve.  As  a  result,  in  times  v,'hen  the  country  banks 
had  very  little  use  for  their  funds  at  home,  these  funds 
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were  sent  to  New  York,  where  they  were  either  invested 
in  call  loens  or  put  on  deposit  at  the  New  York  b^nks, 
who  in  their  turn  sought  investment  for  them. 

There  was,  consequently,  at  times  a  great 
surplus  of  money  in  New  York  which  was  available  for  an 
expansion  of  credit.   The  low  rates  which  prevailed 
during  these  periods  fostered  specul stive  activity,  rrhich 
gradually  absorbed  most  of  these  funds  at  ever  increasing 
rates  of  interest.   Then,  at  this  period  of  the  business 
cycle,  the  trouble  started  on  account  of  the  fact  that 
the  country  banks  found  that  the  better  business  condi- 
tions gave  them  a  means  of  investing  their  funds  at  home. 
Sometimes  these  funds  were  badly  needed  by  the  out-of- 
town  banks,  and  they  then  withdrew  them  from  the  Money 
Market.   As  a  result  of  this,  there  would  be  a  sharp  in- 
crease in  call  money  rates  and  sometimes  a  crisis  or 
even  a  financial  panic.   This  method  of  banking  was 
considered  to  be  one  of  the  main  causes  of  those  painful 
convulsions  in  business  to  which  our  country  has  been 
subjected  periodically.   Wesley  Mitchell  has  shown  very 
clearly  hov;  the  credit  system  of  the  country  operated  in 
his  book  "Business  Cycles".   There  were  enormous  varia- 
tions in  the  rate  of  interest  charged  for  call  loans,  with 
the  result  that  we  have  records  of  rates  anywhere  from 
0  to  186  percent. 

The  Federal  Reserve  System  inaugurated  a  die- 
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count  msrket  in  order  to  alleviate  this  state  of  affsira. 
It  was  thought  that  if  a  broad  market  for  commercial 
paper  could  be  built  up,  so  that  country  banks  could  in- 
vest their  surplus  funds  in  the  purchase  of  this  paper 
rather  than  in  the  lending  of  funds  upon  the  New  York 
Money  Market,  then  the  evil  'would  be  to  a  great  extent 
done  sway  with.   The  division  of  the  banking  system  into 
twelve  separate  districts  has  further  brought  about  a 
a  decrease  in  the  amount  of  business  done  through  the 
New  York  banks  because  of  the  facilities  offered  by 
these  district  banks. 

It  was  probably  hoped  that  the  Federal  Re- 
serve System  would  decrease  the  amount  of  deposits  in 
Kew  York  banks,  and  the  loans  for  the  account  of  cor- 
respondents than  has  been  the  case.   There  are,  however, 
several  reasons  why  banks  still  find  it,  or  think  they 
find  it,  to  their  advantage  to  keep  a  certain  amount  of 
their  deposits  and  lending  funds  in  New  York  City. 

In  the  first  place,  lending  money  on  the  New 
York  Money  Market  is  about  the  easiest  way  imaginable 
for  out-of-to'A'n  banks  to  lend  their  funds.   Take,  for 
example,  a  country  banker  who  has  $25,000  which  he 
wishes  to  invest  in  a  liquid  form  of  investment.   If  he 
invests  this  money  in  the  Money  Market  he  has  merely  to 
telegraph  his  New  York  correspondent  to  lend  $25,000  for 
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him  on  the  Money  Market.   All  the  work  which  is  at- 
tached to  the  placing  of  the  loan  is  done  by  the  New 
York  bank  with  the  help  of  the  brokers,  and  the 
country  banker  has  had  nothing  to  do  but  to  send  the 
telegram.   If  the  same  banker  wished  to  invest  this 
samd  amount  of  money  in  acceptances,  he  ?/ould  be  com- 
pelled to  go  out  and  buy  the  acceptances  and  get  them 
in  such  denominations  that  they  would  amount  to  the 
sum  of  money  he  wished  to  invest.   He  would  have  to  do 
all  the  work  connected  with  making  the  loan,  such  as 
scrutinizing  the  paper,  obtaining  acceptances  or  bills 
of  the  desired  maturity,  and  all  other  details.   It  is, 
furthermore,  equally  as  easy  for  the  country  bankerto 
reduce  the  amount  of   his  loans  on  the  Money  Market. 
In  the  event  that  he  wishes  to  withdraw  funds,  he  tele- 
graphs his  correspondent  and  tells  him  to  call  loans  of 
his  to  the  desired  amount.   It  is  immaterial  to  the 
country  banker  how  this  is  done;  all  he  knows  is  that 
he  telegraphs  and  gets  hie  money. 

The  second  reason  for  the  continued  lending 
of  funds  in  the  Money  Market  by  out-of-town  banks  is 
the  fact  that  the  rate  of  interest  paid  upon  cell  loans 
is  usually  higher  than  the  contemporary  rate  which  may 
be  had  in  the  acceptance  market.   It  cannot  be  said 
that  the  rate  is  always  higher  in  the  Money  Market  than 
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in  the  eccaptance  market,  but  auch  is  ordinarily  the 
case.   The  difference  is  generally  between  one-half 
and  one  percent. 

The  third  reason  for  the  preference  of  the 
banker  for  the  New  York  Market  is  on  account  of  the 
fact  that  the  New  York  Money  Market  is  a  much  broader 
one  than  any  acceptance  market  in  the  United  States. 
Theoretically,  there  should  exist  twelve  acceptance 
markets,  one  in  each  banking  district,  but  practically 
there  is  hardly  any  large  development  of  the  discount 
market  in  most  of  the  districts.   Country  banks  realize 
that  the  small  individual  loans  which  they  make  in  the 
Call  Money  Market  are  practically  negligible  in  com- 
parison with  th«  huge  volume  of  funds  ',hich  is  daily 
lent  or  withdrawn  from  the  Market.  Hence  they  feel  no 
trepidation  as  to  what  affect  their  withdrawals  will 
have  on  such  a  market.   In  a  more  limited  and  narrow 
market  large  withdrawals,  comparatively,  would  have  a 
serious  effect  upon  the  general  tone  of  the  market 
from  which  they  were  withdrawn.   There  is  no  personal 
element  in  loans  made  upon  the  Stock  Exchange.   The 
borrower  does  not  know  from  what  bank  outside  the  city 
the  funds  originally  came,  and  the  country  banker  does 
not  know  to  whom  his  funds  have  been  loaned.   Thus 
there  is  no  personal  ill-feeling  created  on  either  side 
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by  the  celling  of  loans.   The  whole  business  is  entire- 
ly cold-blooded,  and  if  when  a  loan  is  called  the  bor- 
rower is  unable  to  pay  it,  his  securities  may  be  im- 
mediately sold  in  order  to  secure  the  amount  of  the  loan. 
The  acceptance  market  would  probably  have  made  far 
greater  headway  if  the  banking  system  had  not  divided 
the  country  into  twelve  districts.   If  there  had  been 
some  one  place  selected  where  a  wide  discount  market 
would  have  developed,  country  bankers  would  not  have 
felt  the  same  hesitancy  in  regard  to  investments  in 
bills.   The  economic  efficiency  was  sacrificed  in  this 
p8.rticule.r  for  the  benefit  of  political  expediency. 

Attempts  are  being  made  to  bring  the  country 
bankers  to  the  point  of  investing  in  the  bill  market 
by  means  of  educating  them  as  to  whet  the  market  is  and 
what  place  it  holds  in  the  economic  organization  of  the 
country.   Whether  or  not  these  attempts  will  be  rewarded 
with  any  marked  success  remains  to  be  seen;  but  it  is 
undoubtedly  a  hard  task  to  turn  the  country  bankers  away 
from  a  type  of  investment  which  they  consider  so  liquid 
and  safe  as  the  call  loan.   It  is  the  easier  and  lazier 
way  to  invest  liquid  funds.   Some  of  the  country  banks 
are  not  even  members  of  the  Federal  Reserve  System  and 
some  of  the  bankers  do  not  know  vhat  the  acceptance 
market  is.   They  do  business  the    way  it  has  always 
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been  done  by  their  fathers  or  forerunners,  and  what  was 

good  enough  for  their  fathers  is  good  enough  for  them. 
Until  they  can  be  shown  some  positive  advantage  accruing 
to  themselves  as  e  result  of  investing  funds  in  the 
acceptance  market,  it  is  probable  that  they  will  continue 
to  use  the  New  York  Jiloney  Market  for  the  purpose  of  in- 
vesting their  temporarily  idle  funds. 

Although  it  is  doubtful  that  there  has  been 
any  considerable  decrease  in  the  amount  of  out-of-town 
money  which  is  loaned  in  the  New  York  Money  Market,  it 
is  true  that  the  rates  of  interest  charged  on  these  loans 
have  varied  far  less  under  the  Federal  Reserve  System  than 
they  did  under  the  National  Banking  System.   It  is  also 
undoubtedly  true  that  there  has  been  far  less  seasonal 
variation  ir  the  volume  of  out-of-town  money  since  the 
inauguration  of  our  new  banking  system.   Probably  one  of 
the  princiijal  reasons  why  there  has  been  less  variation 
in  the  call  money  rates  has  been  the  greatly  increased 
credit  facilities  of  the  Federal  Reserve  System  over  those 
which  formerly  existed.   Thus,  when  the  call  money  rate 
increases  until  5t  reaches  a  level  which  is  considerably 
higher  than  the  Federal  Reserve  discount  rate,  there  will 
be  an  effort  made  by  banks  to  discount  more  paper  with 
the  Federal  Reserve  Bank  and  lend  the  proceeds  of  this 
borrowing  on  the  Money  Market.   In  this  way  the  increased 
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demand  of  the  borrower  will  be  met  to  a  great  extent 
and  the  call  rroney  rate  will  be  l<ept  within  reasonable 
limits.   In  the  same  way  the  call  money  rate  is  not 
lively  to  sinl'  below  the  rate  of  re-discount  which  is 
preT&iling  in  the  till  irarket,  because  in  that  case 
the  banks  will  be  likely  to  withdraw  some  of  their 
funds  from  the  Money  Market  for  other  more  lucrative 
investments.   In  this  way  there  is  a  fairly  close  con- 
nection between  the  Federal  Reserve  System  and  the  New 
York  Money  Market.   Consequently,  although  the  Federal 
JReserve  Bank  of  New  York  does  not  exercise  any  direct 
control  of  the  Money  Market,  still  the  policy  which  the 
bank  follows  in  respect  to  its  loans  to  other  banks  and 
the  re-discount  rates  has  an  indirect  effect  on  the  call 
money  rate.   Banks  will  not  wish  to  lend  money  on  call 
at  8  rate  of  interest  which  is  less  than  that  rate  which 
they  are  paying  for  their  borrowings  from  the  Federal 
Reserve  Bank.   Cn  the  other  hand,  when  the  member  banks 
have  large  reserves  and  are  not  borrowing  much  from  the 
Reserve  Eank,  their  loans  will  be  made  at  any  rate  which 
they  think  sufficient.   The  lower  limit  of  the  call  money 
rate  will  only  be  determined  by  the  rate  of  interest 
which  may  be  earned  by  investing  funds  in  similar  types 
of  liquid  obligations,  such  as  bankers'  acceptances. 

The  table  which  is  given  below  and  the  chart 
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on  the  next  page,  show  the  relative  veriations  which 
have  taken  place  in  the  call  money  rate  under  the 
National  Banking  System  and  under  the  Federal  Reserve 
System.   The  rates  on  call  loans  under  the  National 
•Banking  System  are  the  average  weekly  rates  as  computed 
by  Professor  Kemmerer  in  his  work  "Seasonal  Variations 
in  the  Relative  Demand,  for  Money  and  Capital  in  the 
United  States",  and  they  cover  the  years  1S90-1908.  The 
rates  of  interest  on  call  loans  since  the  inauguration 
of  the  Federal  Reserve  System  are  the  average  weekly 
rates  computed  from  those  given  in  the  Commercial  and 
Financial  Chronicle. 
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From  these  figures  and  the  chart  it  is 
obvious  that  the  call  money  rate  has  varied  less  since 
the  beginning  of  the  Federal  Reserve  System  than  was  the 
case  formerly.   It  should  be  kept  in  rand,  however,  that 
the  period  under  which  the  Federal  Reserve  System  has 
been  operated  is  not  a  period  of  anywhere  near  normal  con- 
ditions. There  was  little  chance  for  the  Federal  Reserve 
System  to  get  into  operation  before  the  World  War;  then 
for  a  period  of  about  two  years  the  Money  Market  was 
under  the  control  of  the  Koney  Committee;  after  this 
period,  the  country  went  through  a  severe  economic 
crisis.   As  a  result,  there  has  been  little  chance  as 
yet  to  see  just  what  the  seasonal  fluctuations  in  the 
call  ir.oney  rate  will  be,  and  just  how  the  Federal 
Reserve  System  will  show  its  influence  in  these  money 
rates.   Professor  Kemmerer  has  worked  out  some  very 
interesting  seasonal  variations  as  they  operated  under 
the  National  Banking  Act,  but  no  such  work  seems  as  yet 
possible  for  the  period  during  which  our  new  banking 
system  has  been  in  oi)eration. 

It  seems  highly  probable  that  the  call  money 
rate  will  vary  less  under  normal  conditions,  or  in  the 
long  run,  than  is  shown  at  this  period.   This  judgment 
is  borne  out  by  the  rates  which  have  prevailed  in  the 
Money  Karket  during  the  last  two  years. 
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3. 
Varie  tions  in  the  Vpl_une_  of_  Loan  s_  8nd_j:,h  e_i  r_Ef  f  e_c  t_uj>on_ 

the  Stock  Exchange. 


An  attempt  will  be  made  to  estimete  the 
effect  which  these  variations  have  upon  transactions 
which  take  place  on  the  New  York  Stock  Exchange.   As 
there  are  no  linitations  upon  the  amount  of  ffoney 
which  may  be  borrowed  or  loaned,  the  voluir.e  of  this 
money  loaned  in  proportion  to  the  total  demand  for  it 
will  largely  determine  the  call  rr.oney  rate.   Figures 
are  not  available  for  the  total  demand  for  call  loans, 
but  a  very  large  part  of  this  demand  is  in  connection 
with  tlie  New  York  Stock  Exchange  where  securities  are 
bought,  sold  and  held  by  means  of  these  call  loans. 
In  tl'is  discussion  four  different  factors  will  be  con- 
sidered in  their  rale  ti  on  shij'  to  each  other;  these  are 
the  call  money  rate,  the  volume  of  loans,  the  volume 
of  transactions  and  the  price  of  securities.   The  first 
two  of  these  factors  show  the  conditions  of  the  Money 
Market,  while  the  latter  two  show  the  conditions  which 
exist  in  the  Stock  Exchange.   It  remains  to  be  seen  what 
the  relationship  is  between  these  different  factors. 
Naturally,  they  must  have  some  effect  upor:  each  other, 
but  the  question  is  what  happens  when  money  ia  with- 
drawn or  brought  into  the  Money  Market,  and,  furthermore, 
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what  effect  does  the  call  money  rate  have  upon  the 
volume  of  money  offered. 

The  period  used  in  the  chert  which  is  given 
is  necessarily  a  rfither  short  one,  because  of  the  fact 
that  figures  are  not  ordinarily  available  as  to  what 
the  voluce  of  loans  is;  consequently,  that  period  must 
be  used  in  which  we  have  figures  as  to  this  factor. 
This  period  begins  January  1919,  and  ends  July  1921; 
the  figures  for  the  volume  of  loans  were  made  public 
in  the  testimony  of  Governor  Strong  of  the  New  York 
Federal  Reserve  Bank  ir  regard  to  the  Agricultural  In- 
quiry.  The  call  money  rate  during  this  period  is  taken 
from  the  Commercial  and  Financial  Chronicle.  The  volume 
of  Stock  Exchange  transactions  is  also  taken  from  the 
Commercial  and  Financial  Chronicle.   In  taking  an  index 
of  the  prices  of  stocks,  only  industrial  stocks  are 
considered,  because  of  the  fact  that  the  prices  of 
railroad  securities  were  not  so  ipuch  affected  by  the 
conditions  of  the  Stock  Market  as  they  were  by  condi- 
tions which  were  the  result  of  government  control  of 
railways,  which  conditions  are  entirely  outside  of  the 
present  consideration.   The  tables  for  these  four  dif- 
ferent groups  of  figures  are  given  below,  accompanied 
by  a  chart  of  the  four  curves. 


Date 


1919 
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VOLUWE  OF  LOANS 
(000,000  omitted.) 


Loans  for  account    Loans  for  own 
of  correspondents     account 


Total 
loans , 


Jan . 

3 

219 

Jan. 

10 

232 

Jan . 

17 

250 

Jan  . 

24 

243 

Jan . 

51 

237 

Feb. 

7 

235 

Feb. 

14 

241 

Feb. 

21 

259 

Feb. 

28 

263 

Mar. 

7 

290 

Mar. 

14 

290 

Mar. 

21 

290 

Mar. 

28 

304 

April 

4 

300 

April 

11 

295 

April 

18 

319 

April 

25 

539 

May 

2 

367 

May- 

9 

571 

May 

16 

583 

May 

23 

414 

May 

29 

408 

June 

6 

455 

June 

13 

466 

June 

20 

477 

June 

27 

478 

July 

3 

493 

July 

n 

536 

July 

18 

569 

July 

25 

578 

Augue 

It 

1 

588 

Augus 

it 

8 

601 

Augue 

it 

15 

590 

Augus 

it 

22 

557 

Augus 

it 

29 

575 

September   5 

580 

Septembf 

3r   12 

594 

September   19 

581 

3©ptemb( 

sr   26 

577 

574 

794 

542 

774 

530 

780 

532 

776 

539 

777 

535 

771 

531 

773 

513 

772 

529 

793 

512 

792 

530 

821 

5  40 

830 

556 

860 

559 

860 

604 

900 

624 

944 

628 

967 

629 

996 

650 

,022 

679 

,062 

692 

,107 

738 

,146 

750 

,205 

771 

,238 

750 

,228 

768 

,246 

771 

,264 

770 

,306 

797 

,366 

758 

,337 

795 

,385 

766 

,367 

7  40 

,331 

720 

,282 

690 

,266 

709 

,290 

698 

,294 

719 

,501 

735 

,313 
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VOLUME  OF  LOANS   (cont.) 


Date 


Loans  for  account 
of  correspondents 


October  5 

589 

October  10 

612 

October  17 

660 

October  24 

666 

October  31 

689 

November 

7 

736 

November 

14 

735 

November 

21 

740 

November 

28 

725 

December 

5 

716 

December 

12 

677 

December 

19 

657 

December 

26 

639 

Loans  for  own    Total 

account 

loans 

771 

1,355 

765 

1,376 

766 

1,417 

784 

1,451 

821 

1,511 

781 

1,518 

687 

1,422 

627 

1,368 

633 

1,359 

595 

1,312 

630 

1,308 

641 

1,298 

662 

1,302 

1920 


January 

2 

January 

9 

January 

16 

January 

23 

January 

30 

February 

6 

February 

13 

February 

20 

February 

27 

March 

5 

March 

12 

March 

19 

March 

26 

April 

2 

April 

9 

April 

16 

April 

23 

April 

30 

May 

7 

May 

14 

May 

21 

May 

28 

June 

4 

June 

11 

June 

18 

June 

25 

July 

2 

July 

9 

634 
670 
681 
677 
674 
681 
669 
649 
648 
638 
625 
636 
621 
611 
627 
651 
637 
603 
612 
595 
582 
549 

525 
518 
522 
506 
501 
527 


714 

1,349 

694 

1,364 

640 

1,522 

624 

1,302 

606 

1,280 

556 

1,237 

484 

1,154 

444 

1,094 

442 

1,091 

435 

1,073 

450 

1,076 

452 

1,088 

45  9 

1,080 

475 

1,087 

461 

1,088 

491 

1,123 

468 

1,106 

484 

1,088 

451 

1,064 

424 

1,019 

422 

1,005 

420 

970 

419 

944 

412 

931 

429 

952 

437 

944 

436 

938 

419 

946 
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VOLUME  0?  LOANS    (cont.) 


Date 


Loans  for  account 
of  correspondent  a 


July 

16 

519 

July 

23 

530 

July 

30 

533 

August 

6 

530 

August 

13 

526 

August 

20 

533 

August 

27 

513 

September 

3 

513 

September 

10 

527 

September 

17 

540 

September 

24 

529 

October 

1 

522 

October 

8 

534 

October 

15 

535 

October 

22 

549 

October 

29 

559 

November 

5 

573 

November 

12 

589 

November 

19 

560 

November 

26 

521 

December 

3 

514 

December 

10 

516 

December 

17 

485 

December 

24 

441 

December 

51 

426 

oans  for  own   Total 

account 

loans 

404 

923 

386 

916 

379 

912 

354 

885 

337 

863 

346 

879 

348 

862 

329 

843 

344 

871 

341 

881 

346 

875 

37  3 

895 

390 

924 

437 

973 

400 

949 

393 

952 

380 

954 

346 

935 

326 

887 

326 

848 

337 

820 

346 

863 

352 

858 

365 

807 

387 

815 

1921 


January 

■7 

439 

January 

14 

445 

January 

21 

445 

January 

28 

431 

February 

4 

438 

P'ebrus  ry 

11 

456 

Februa  ry 

18 

463 

February 

25 

450 

March 

4 

45  8 

March 

11 

463 

March 

18 

45  9 

March 

25 

45  1 

April 

1 

436 

April 

8 

425 

April 

15 

427 

April 

22 

440 

April 

29 

440 

May 

4 

447 

May 

11 

461 

May 

18 

460 

May 

25 

456 

346 

785 

335 

780 

556 

802 

340 

772 

544 

782 

312 

769 

313 

777 

331 

782 

334 

795 

319 

783 

312 

771 

315 

765 

520 

757 

525 

751 

317 

774 

307 

748 

525 

763 

507 

754 

309 

770 

320 

781 

328 

784 
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VOLUME  OF  LOANS    (cont.) 

Data         Loans  for  account 
of  correspondents 

434 
472 
45  7 
422 
395 
384 
408 
593 


June 

1 

June 

8 

June 

15 

June 

22 

June 

29 

July 

6 

July 

13 

July 

20 

Loans  for  own   Total 

account 

loans 

358 

793 

315 

786 

338 

796 

331 

754 

348 

743 

339 

724 

332 

741 

346 

739 

Date 


1919 
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CALL  MONEY  RATE 
Rate       Date 


Rate 


Date 


Rate 


Jan. 

3 

Jan. 

10 

Jan. 

17 

Jan  . 

24 

•Jan  . 

31 

Feb. 

7 

Feb. 

14 

Feb. 

21 

Feb. 

28 

Mar. 

7 

Mar. 

14 

Mar. 

21 

Mar. 

28 

Apr. 

4 

Apr. 

11 

Apr. 

18 

Apr. 

25 

May- 

2 

May 

9 

May 

16 

May 

23 

May 

29 

June 

6 

June 

13 

June 

20 

June 

27 

July 

3 

July 

11 

July 

18 

July 

25 

Aug. 

1 

Aug. 

8 

Aug. 

15 

Aug. 

22 

Aug. 

29 

Sept. 

5 

Sept. 

12 

Sept. 

19 

Sept. 

26 

Oct. 

3 

Oct. 

10 

Oct. 

17 

Oct. 

24 

Oct, 

31 

6.00 

Nov  . 

7 

5  .00 

Nov . 

14 

4.50 

Nov. 

21 

4.50 

Nov. 

28 

4.50 

Ded. 

5 

4.50 

Dec. 

12 

5.00 

Dec. 

19 

5.00 

Dec . 

26 

5.75 

4.75 

192 

0 

4.75 

4.75 

Jan  . 

2 

5.25 

Jan  . 

9 

5.00 

Jan . 

16 

5.50 

Jan. 

23 

5.75 

Jan  , 

30 

5.00 

Feb. 

6 

5.75 

Feb. 

13 

5.00 

Feb. 

20 

5.50 

Feb. 

27 

5.50 

Mar. 

5 

5.00 

Ms  r. 

12 

6.25 

Mar. 

19 

6.25 

Mar . 

26 

8.00 

Apr. 

2 

7.00 

Apr. 

9 

7.25 

Apr. 

16 

7.10 

Apr. 

23 

6.50 

Apr. 

30 

6.40 

May 

7 

7. 00 

May 

14 

5.40 

May 

21 

5.25 

May 

28 

4.75 

June 

4 

5.50 

June 

11 

5.75 

June 

18 

4.75 

June 

25 

6.00 

July 

2 

8.00 

July 

9 

8.50 

July 

16 

9.25 

July 

23 

5  .50 

July 

30 

8.50 

Aug. 

6 

11.50 

Aug. 

13 

15.00 

Aug.. 

20 

7.00 

10.50 

Aug  . 

27 

7.00 

7. 25 

Sept 

.  3 

6.50 

6.25 

Sept 

.10 

7.00 

8.00 

Sept 

.17 

8.00 

6.50 

3  e  p  t 

.24 

7.50 

8.00 

Oct. 

1 

8.00 

9.75 

Oct. 

8 

7.50 

Oct. 

15 

9.00 

Oct  . 

22 

9.50 

Oct. 

29 

8.50 

13.75 

Nov. 

5 

7.50 

7.00 

Nov. 

12 

6.00 

8.75 

Nov. 

19 

6.50 

6.50 

Nov. 

26 

7.00 

9.00 

Dec. 

5 

7.00 

15.25 

Dec  . 

10 

6.75 

9.75 

Dec. 

17 

6.50 

6.50 

Dec . 

24 

7.00 

8.25 

Dec. 

31 

7.00 

9.50 

7.25 

1921 

7.75 

7.76 

Jan  . 

7 

7.00 

8.00 

Jan  . 

14 

6.50 

6.25 

Jan  . 

21 

6.25 

7.50 

Jan  . 

28 

7.00 

7.50 

Feb. 

4 

7.50 

7.50 

Feb. 

11 

7.00 

7.50 

Feb. 

18 

7.00 

7.00 

Feb. 

25 

7.00 

6.00 

Mar. 

4 

7.00 

10.00 

Mar. 

11 

7.00 

7.50 

Mar. 

18 

7.00 

9.50 

Mar. 

25 

6.50 

10.00 

Apr. 

1 

6.50 

8.50 

Apr. 

8 

6.00 

9.00 

Apr. 

15 

6.75 

8.50 

Apr. 

22 

6.50 

8.50 

Apr. 

29 

6.50 

7.00 

May 

4 

6.75 

6.50 

May 

11 

6.50 

8.00 

May 

18 

7.00 

8.50 

May 

25 

7.00 
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Date 


June 
June 
June 
June 
June 


1 

8 

15 

22 

29 


CALL  MONEY  RATK    (cont.) 
Rate  Date 


Rate 


7.10 

July 

6 

5.50 

7.00 

July 

13 

5.75 

5.75 

July 

20 

6.00 

5.00 

5.50 
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VOLUME  OF  STOCK  EXCHANGE 
TRANSACTIONS 

(000,000  omitted.) 


Date  Amount  Date  Amount 

1919 


Jan  . 

4 

359 

Jan. 

11 

242 

Jan. 

18 

238 

Jan . 

25 

284 

Feb. 

1 

244 

Feb. 

8 

186 

Feb. 

15 

182 

Feb. 

22 

394 

Mar. 

1 

388 

Mar. 

8 

413 

Mar. 

15 

597 

Mar. 

22 

561 

Mar. 

29 

322 

Apr. 

5 

431 

Apr. 

12 

643 

Apr. 

19 

481 

Apr. 

26 

746 

Mayn 

3 

813 

May 

10 

669 

May 

17 

829 

May 

24 

725 

May 

31 

710 

June 

7 

800 

June 

14 

765 

June 

21 

654 

June 

28 

632 

July 

5 

546 

July 

1.1 

725 

July 

19 

842 

July 

26 

650 

Aug. 

2 

513 

Aug. 

9 

781 

Aug. 

16 

453 

Aug. 

23 

463 

Aug. 

30 

379 

Sept, 

.  6 

790 

Sept. 

.  13 

458 

Sept , 

.  20 

413 

Sept , 

.  27 

465 

Oct. 

4 

729 

Oct. 

11 

707 

Oct. 

18 

584 

Oct. 

25 

897 

Nov. 

1 

776 

Nov . 

8 

664 

Nov, 

15 

964 

Nov. 

22 

624 

Nov . 

29 

444 

Dec . 

6 

502 

Dec. 

13 

506 

Dec. 

20 

484 

Dec. 

27 

354 

1920 


Jan . 

3 

507 

Jan . 

10 

523 

Jan . 

17 

505 

Jan. 

24 

290 

Jan . 

31 

518 

Feb. 

6 

579 

Feb. 

13 

517 

Feb. 

21 

461 

Feb. 

28 

526 

Mar. 

6 

350 

Mar. 

13 

655 

Mar. 

20 

645 

Mar. 

27 

706 

Apr. 

3 

320 

Apr. 

10 

595 

Apr. 

17 

588 

Apr. 

24 

786 

May 

1 

611 

May 

8 

373 

May 

15 

358 

May 

22 

369 

May 

29 

309 

June 

5 

244 

June 

12 

211 

June 

19 

203 

June 

26 

168 

July 

3 

162 
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VCLUME  OF  STOCK  EXCHANGE 

TRANSACTIONS   {cont.) 

Date  Amount  Date  Amount 

July   10  405  192.1 

July   17  285 

July  ?A  156  Jan.   1  408 

July   31  295  Jen.   8  342 

Aug.   7  433  Jan.   15  417 

Aug.   14  256  Jan.   22  281 

Aug.   21  170  Jan.   29  231 

Aug.   28  237  Feb.   5  219 

3ept.  4  267  Feb.   12  188 

Sept.  11  252  Feb.   19  233 

Sept.  18  251  Feb.   26  157 

Sept.  25  395  Mar.   5  208 

Oct.   2  411  Mar.   12  243 

Oct.   9  401  Mar.   19  303 

Oct.   16  E57  Mar.   26  252 

Oct.   23  215  Apr.   2  262 

Oct.   30  252  Apr.   9  193 


Nov.   6  334  Apr.   16         218 

Nov.   13  556  Apr.   23         197 

Nov.   20  530  Apr.   30         368 

Nov.   27  363  May    7  393 

Dec.   4  356  May    14         336 

Dec.   11  397  May    21         242 

Dec.   18  459  May    28         243 

Dec.   25  513  June   4         153 

305 
354 
365 
255 
220 
169 
127 


Jan . 

1 

J  en  . 

8 

Jan . 

15 

Jan . 

22 

Jan. 

29 

Feb. 

5 

Feb. 

12 

Feb. 

19 

Feb. 

26 

Mar. 

5 

Mar. 

12 

Mar. 

19 

Mar. 

26 

Apr. 

2 

Apr. 

9 

Apr. 

16 

Apr  . 

23 

Apr. 

30 

May 

7 

May 

14 

May 

21 

May 

28 

June 

4 

June 

11 

June 

18 

June 

25 

July 

2 

July 

9 

July 

16 

July 

23 
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INDEX  PRICE  OF  STOCKS 


Date 


1919 


Price 


Date 


1921 


Pri  ce 


January 

83.35 

January 

76.76 

February 

85.68 

Febru8  ry 

77.14 

March 

89.06 

March 

77.78 

April 

93.51 

April 

78.86 

May 

105.50 

May 

80.03 

June 

107.55 

June 

73.51 

July 

112.23 

July 

69.86 

August 

107.09 

September 

111.42 

October 

118.92 

November 

119.62 

December 

107.97 

1920 


January 

109.88 

February 

105.01 

March 

104.17 

April 

105.65 

May 

94.75 

June 

93.20 

July 

94.51 

August 

87.29 

September 

89.95 

October 

85.73 

November 

85.48 

December 

77.63 

FOLD  OUT 
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When  the  chart  is  examined,  one  observes 
that  during  the  first  six  months  of  this  period  there 
was  a  sensational  rise  in  three  of  the  four  curves,  the 
volume  of  loans,  the  volume  of  transactions,  and  the 
price  of  stocks.   One  of  the  most  powerful  causes  of 
this  rise  was  the  fact  that  the  N'oney  Market  and  the 
Stock  Exchange  became  free  of  all  supervision  by  the 
Money  Committee  in  January  1919.   After  the  relinquish- 
ment of  control  there  was  a  great  reaction,  and  a  period 
of  expansion  end  speculation  set  in.   It  had  been 
thought  that  it  was  safe  to  terminate  the  control  of  the 
Money  Committee  at  this  time,  because  of  the  opinion 
that  the  danger  of  a  financial  crisis  had  passed.  During 
this  six  months  the  volume  of  loans  almost  doubled  and 
the  volume  of  transactions  shows  a  continual,  if  in- 
termittent, increase.   The  price  of  industrial  stocks 
rose  almost  forty  points.   The  rise  in  these  three 
curves  continued  until  November  1919,  although  the  vol- 
une  of  transactions  declined  for  a  short  time  during  the 
summer  months.  Towards  the  last  of  November,  however,  a 
break  came  end  there  was  a  decline  in  the  volun'e  of  loans 
and  also  in  tl^ie  index  price  of  industrial  stocks;  this  was 
accompanied  by  a  very  sharp  drop  in  the  volume  of  the 
securities  traded  on  the  Stock  Exchange  during  the  last 
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four  weeks  ir  the  year. 

One  of  the  most  remarkable  facts  which  is 
brought  out  in  the  chart  is  the  fact  that  abnormally 
high  rates  for  call  loans  do  not  seem  to  attract  any 
additional  volume  of  funds  back  to  the  Money  Market  at 
any  time  during  this  period.   Complaint  has  often  been 
made  that  the  high  rates  of  interest  paid  for  money  in 
Kew  York  resulted  in  attracting  funds  from  out-of-town 
banV s,  even  st  periods  when  there  was  pressing  need  of 
these  funds  st  home.    The  Agrioul turi sts,  for  example, 
claim,  that  they  are  unable  to  secure  the  necessary 
funds  because  of  the  high  rates  of  interest  which  are 
paid  in  Kew  York.   They  say  that  they  are  not  able  to 
compete  with  these  high  rates  paid  on  the  Money  Market. 
These  claims  do  not  appear  to  be  borne  out  by  the 
figures  here  given.  Durir.g  th'^  period  under  considera- 
tion, the  volume  of  loans  showed  its  greatest  increase 
at  a  time  when  the  rates  for  call  money  were  not  at  all 
high,  but  averaged  on] y  about  six  percent.   This  in- 
crease in  the  volume  of  loans  lasted  from  the  first 
pert  of  1919  down  to  the  latter  of  November  of  the  same 
year.   At  the  end  of  this  period  a  general  Tvitlidrawal 
of  funds  took  place.   Money  was  tight  and  the  out-of- 
town  banks  reduced  th.e  amount  of  money  which  they  had 
invested  in  the  Money  Market  during  the  previous  period 
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wher.  money  was  fairly  easy,  end  there  did  not  aj-peer 
to  be  any  shortage  of  credit.   These  out-of-town 
funds  were  probably  withdrawn  for  the  purx)03e  of 
strength enirg  the  reserve  position  of  these  country 
banks,  in  order  that  thsy  would  be  better  able  to 
satisfy  the  needs  of  their  own  customers.   An  immedi- 
ate consequence  of  this  was  that  the  supply  fell  far 
short  of  the  demand  which  had  been  built  up;  thus 
call  iTioney   rates  were  very  sharply  advanced,  and  they 
even  v;ent  as  high  as  high  as  fi'fteen  i)ercent  for  a 
brief  period.   It  would  be  natural  to  expect  that 
these  high  rates  would  attract  some  funds  had    to  the 
Money  Market,  but  such  was  not  the  case.   To  the  con- 
trary, the  withdrawals  continued  with  almost  unabated 
speed.   This  seems  to  prove  that  the  claims  of  the 
Agriculturists  do  not  hold  good,  not,  at  least,  in 
the  period  which  we  are  considering. 

The  reason  why  the  volune  does  not  increase 
even  when  the  rate  of  interest  is  doubled,  is  that  the 
supply  of  money  available  for  the  Kew  York  Money 
Market  is  highly  inelastic.   Country  banks  are  accus- 
torried  to  lend  a  certain  amount  of  their  funds,  which 
they  desire  to  keep  in  a  highly  liquid  form, on  the 
Money  Piiarket.   These  funds  are  composed  of  the  surplus 
funds  of  the  country  banks.   High  money  rates  on  cell 
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loans  will  not  tempt  the  out-of-town  bsnis  to  lend 
more  money  on  the  Money  Jiarket  than  they  can  do  con- 
veniently in  accordance  with  their  other  demands  for 
money.   Furthermore,  the  country  tanks  know  that  if 
funds  are  sent  to  Kew  York  there  is  a  strong  chance 
that  the  high  money  rates  rill  be  as  quickly  lowered 
as  they  were  raised.  It  appears  to  be  true  that  the 
out-of-town  banks  attend  to  their  local  needs  for 
credit,  before  they  send  funds  to  New  York  to  be  los.ned 
on  the  H'oney  Market. 

It  is  sometimes  said  that  the  country  banks 
are  fearful  of  loaning  money  in  New  York  at  times  when 
the  call  money  rate  is  high,  because  there  is  a  greater 
risk.   It  does  not  appear  to  the  writer  that  there  is 
very  much  foundation  for  this  reasoning,  but  the 
reason  which  is  nearer  the  truth  is  that  country  banks 
do  not  expect  these  high  rates  to  prevail  for  any 
length  of  time.   A  very  small  withdrawal  may  cause  a 
very  large  increase  in  the  call  money  rate,  and  a  small 
increase   may  again  reduce  the  call  money  rate.  Country 
banks  are  always  able  to  get  their  money  bacV  from  New 
York  when  they  need  it,  in  spite  of  the  fact  that  the 
Stock  Exchange  was  at  one  time  closed,  and  these  call 
loans  beceme  "frozen  loans".   This  has  only  happened 
once  in  the  history  of  the  Stock  Exchange,  and  it  is- 
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not  at  all  lil<ely  to  happen  again.   The  cause  of  the 
cloBirg  of  the  Exchange  was  that  the  United  States 
was,  at  the  outbreak  of  the  World  War,  a  debtor  nation 
to  Europe,  and  it  was  feared  that  all  the  securities 
owned  by  these  nations  would  be  dumped  upon  the  Ameri- 
can market.   It  is  very  unlikely  that  anything  of  this 
sort  wil]  occur  for  quite  a  long  while  to  come.   It 
will  be  recalled  that  in  the  panic  of  1907,  the  country 
banks  were  always  able  to  withdraw  their  funds  from  the 
Money  ^''a^ket;  in  fact,  the  New  York  bankers  claimed 
that  the  panic  was  a  direct  result  of  these  withdrawals. 

There  is  one  very  interesting  fact  in  regard 
to  the  loars  of  country  banks,  which  is  brought  out  by 
the  table  of  figures  giving  the  loans  made  by  Tlew  York 
banks  upon  the  Stock  Exchange  and  loans  made  for  their 
correspondents.   It  appears  that  there  is  a  decrease  in 
the  amount  of  loans  made  by  the  New  York  banks  a  week 
or  so  before  any  corresponding  decrease  takes  place  in 
the  total  volume  of  loans  placed  for  the  account  of  cor- 
respondents.  The  obvious  deduction  from  this  would  be 
that  the  Money  Market  was  supported  longer  in  times  of 
tight  money  by  the  dountry  banks  than  by  those  banks 
which  one  would  naturally  expect  to  give  financial  aid 
during  these  periods.   Although  a  reduction  in  the  New 
York  banks'  loan  account  does  take  place  first,  this 
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reduction  is  probably  caused  to  a  great  extent  b^'  the 
fact  that  the  countrj  banks  skin  down  their  balances 
in  event  they  need  money  when  the  call  money  rate  is 
high,  and  leave  these  funds  on  the  Money  Market  as 
long  as  possible  so  that  they  can  take  advantage  of 
the  high  rates  of  interest  which  prevail  at  such  a 
time,  thus  reducing  the  lending  power  of  the  Kew  York 
banks.   Then,  after  these  balances  have  been  reduced 
as  much  as  possible,  the  out-of-town  banks  reduce  the 
amount  of  their  loans  when  they  feel  in  need  of  fur- 
ther funds.   The  practice  of  this  method  of  withdraw- 
ing money  from  New  York  would  account  f c r  a  reduction 
in  the  New  Yori  loans  before  a  reduction  coii.es  about 
in  out-of-town  loans  in  periods  v.hen  credit  is  scarce. 

A  study  of  the  chart  gives  the  impression 
that  the  activity  on  the  Stock  Exchange  and  the  prices 
of  stocks  are  far  more  dependent  on  the  volurre  cf  loans 
than  upon  the  call  money  rate.   There  appears  to  be  a 
close  connection  between  these  three  curves  and,  in 
general,  they  rise  and  fall  together.   On  the  other 
hand,  the  call  money  rate  appears  as  the  result  of  the 
action  of  these  other  curves.   If  they  all  kept  the  same 
relation  with  each  other  so  that  the  ratio    of  supply 
and  demand  did  not  change,  the  call  money  rate  would  not 
be  subject  to  much  variation.   Cnly  those  variations 
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would  take  place  which  were  the  reflection  of  the 
interest  rate  paid  on  similarly  liquid  loans  made 
outside  the  Money  Market.   However,  if  the  call 
money  rate  were  fixed,  it  is  doubtful  whether  there 
would  be  any  less  variation  in  the  volune  of  loans  . 
The  call  money  rate  may  be  effective  in  turning  the 
market  at  times,  but  not  invariably.   When  the  mar- 
ket is  in  a  fever  of  speculation,  people  will  be  wil- 
ling to  pay  high  money  rates  because  of  the  hope  which 
they  entertain  of  making  large  profits.   The  volume  of 
credit  can  and  must  limit  the  activity  in  the  market. 
When  no  more  funds  are  available,  there  must  come  a 
limitation  of  the  amount  of  activity,  which  may  in 
turn  bring  about  a  fall  in  security  values.   From  this 
chart  it  appears  that  the  call  money  rate  ia  merely  the 
index  of  the  relation  between  supply  and  demand  and 
shows  its  effect  upon  the  Stock  Exchange  in  two  ways. 
First,  an  increase  or  decrease  of  the  rate  will  have 
an  effect  upon  the  total  amount  of  speculative  securi- 
ties  which  are  being  held.   Secondly,  any  changes  in 
the  cell  money  rate  may  have  a  strong  psychological 
effect  upon  the  market, just  as  a  raise  in  the  discount 
rate  migtt  have  upon  the  bill  market.   An  increase  in 
the  call  money  rate  may  scare  speculators  enough  to 
cause  them  to  liquidate,  even  if  they  could  afford  to 
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pay  the  rate  of  interest,  because  they  are  afraid  that 
the  activity  of  the  exchange  will  be  restricted  by  lacV 
of  available  funds. 
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